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REINVENTION  OF  HUD  ON  MANAGEMENT 
ISSUES  IN  PUBLIC  HOUSING  PROGRAMS 


THURSDAY,  MAY  5,  1994 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Urban  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  10  a.m.  in  room 
538  of  the  Dirksen  Senate  Office  Building,  Senator  Paul  S.  Sar- 
banes  (Chairman  of  the  Subcommittee)  presiding. 

OPENING  STATEMENT  OF  SENATOR  PAUL  S.  SARBANES 

Senator  Sarbanes.  The  Subcommittee  will  come  to  order.  Today's 
hearing  will  address  general  management  questions  at  HUD. 

A  year  ago  we  held  a  hearing  on  this  topic  with  the  Secretary 
himself  and  the  Acting  Inspector  General.  That  hearing  identified 
a  number  of  serious  management  problems  that  Secretary  Cisneros 
and  his  team  had  inherited  at  the  Department,  staffing  shortages, 
poor  financial  controls,  and  non-existent  or  poorly  designed  data 
systems.  It,  in  fact,  focused  on  the  major  management  issues  that 
the  Inspector  General  had  identified  as  part  of  the  examination 
process  undertaken  during  the  transition  period. 

Since  that  time  HUD  has  taken  several  important  steps  toward 
addressing  its  management  problems.  It  has  engaged  in  lengthy 
consultation  with  its  clients  and  employees  nationwide  to  reinvent 
the  way  it  does  business,  it  has  signed  a  performance  agreement 
with  the  White  House  in  which  it  undertook  to  meet  numerous  ob- 
jective and  measurable  performance  goals,  and  just  a  few  weeks 
ago  it  put  into  effect  a  new  reorganization  plan  that  changes  the 
reporting  structure  for  employees  in  the  field. 

During  this  period  the  Congress  has  been  able  to  pass  the  Multi- 
family  Housing  Property  Disposition  Reform  Act  which  will  greatly 
improve  HUD's  ability  to  manage  the  multifamily  housing  pro- 
grams. These  programs  were,  in  fact,  identified  by  the  Secretary 
last  year  as  his  top  management  problem,  and  hopefully  the  De- 
partment has  now  been  provided  with  the  statutory  tools  it  needs 
to  get  on  and  about  its  business  in  that  area. 

Today's  hearing  has  several  objectives.  We,  of  course,  want  to  en- 
gage in  our  oversight  responsibility  and  learn  more  about  the  ac- 
tions HUD  has  taken  to  enhance  its  management  over  the  last 
year.  We  want  to  emphasize  the  impact  that  management  difficul- 
ties have  on  ordinary  people.  I'm  particularly  concerned  about  pro- 
gram implementation  and  why  it  takes  so  long  to  get  regulations 
written,  grant  agreements  signed,  projects  approved,  and  the  hous- 
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ing  built  With  many  low-income  families  waiting  in  line  for  assist- 
ance, unnecessary  delays  are  obviously  unacceptable 

Finally,  we  want  to  identify  those  proposals  that  are  of  impor- 
tance for  inclusion  in  this  year's  reauthorization  bill  that  will  serve 
to  enhance  HUD's  management  capabilities. 

We  have  this  morning  four  program  Assistant  Secretaries,  those 
with  responsibility  to  administer  most  of  HUD  s  programs,  and 
they  have  been  asked  to  testify  on  what  they  have  done  to  improve 
the  management  in  their  area  of  jurisdiction.  , 

Let  me  just  close  with  three  points.  First,  I  think  it  s  clear  that 
the  President  has  assembled  one  of  the  strongest  management 
teams  at  HUD  since  its  establishment.  This  strength  extends  in 
fact  below  the  Assistant  Secretary  level  to  many  of  the  Deputies 
and' Special  Assistants,  and  I'm  certain  that  the  testimony  that  we 
will  receive  today  will  reflect  this  judgment.  . 

Second  I  want  to  acknowledge  the  fine  work  of  the  Assistant 
Secretaries  who  are  not  testifying  today  Obviously,  given  time  con- 
straints, we  couldn't  put  every  Assistant  Secretary  at  the  table  We 
didn't  want  the  Secretary  to  have  no  one  in  the  Department  when 
he  picked  up  the  telephone. 

BuU  dopant  to  acknowledge  the  work  that  is  being  done  by  oth- 
ers in  the  Department  in  terms  of  rebuilding  it. 

And  finally,  I  think  none  of  us  underestimate  the  task  that  you 
confront.  Restoring  HUD's  credibility  is  a  long-term  task  Its  ero- 
sion didn't  simply  happen  overnight,  and  it  will  require  the  com- 
mitted and  dedicated  support  of  all  of  us.  Obviously,  it's  an  impor- 
tant step  toward  providing  our  people  with  decent,  safe,  and  attord- 

abWeh0wmmnow  turn  to  our  first  panel.  The  second  panel  will  of 
course,  include  top  housing  professionals  from  across  the  country 
whose  comments  we  will  be  soliciting  on  how  they  can  work  better 
with  HUD.  We'll  get  a  view  of  HUD  from  their  perspective. 

We  have  this  morning  the  Assistant  Secretary  for  Housing,  Nico- 
las Retsinas;  the  Assistant  Secretary  for  Public  and  Indian  Hous- 
ng,   Joseph   Shuldiner;   the   Assistant   Secretary   for   Community 
Planning  and  Development,  Andrew  Cuomo;  and  the  Assistant  Sec- 
retary    for     Fair     Housing     and     Equal     Opportunity,     Roberta 

AWe  bokgforward  to  your  testimony.  I  think  I'll  just  start  with  Mr. 
Retsinas  and  move  right  across  the  panel.  If  you  could  abridge  your 
prepared  statements,  five  to  seven  minutes  or  so,  well  move 
through  and  then  we'll  do  some  questioning  and  then  go  on  to  the 

second  panel. 
Nic,  we  would  be  happy  to  hear  from  you. 

QTATrnviFNT  OF  NICOLAS  P.  RETSINAS,  ASSISTANT  SEC- 
retaTy^oi! ™ovlm£v.s.  DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT,  WASHINGTON,  DC 

Mr.  RETSINAS.  Thank  you,  Mr  Chairman,  a nd  thank  you  for 
those  kind  comments.  Certainly  these ^comments  do  preset*  the 
work  of  a  number  of  people,  as  do  all  the  efforts  %thf^^^e 

What  I  would  like  to  do  this  morning  and  I  will  take  advanta ge 
of  your  offer  to  submit  the  prepared  statement  for  the  record,  is 


summarize  some  key  issues  as  they  relate  to  the  management  of 
the  Office  of  Housing  and  within  the  Office  of  Housing,  the  Federal 
Housing  Administration. 

Let  me  preface  those  comments  by  formally  and  publicly  ac- 
knowledging your  special  efforts,  you  and  your  colleagues  on  this 
Committee  and  the  staff,  in  passing  the  Multifamily  Housing  Prop- 
erty Disposition  legislation.  It  was  the  first  time  after  my  confirma- 
tion that  I  came  before  the  Committee  to  testify  on  the  crisis  in  our 
multifamily  portfolio  and  inventory.  This  Committee  was  respon- 
sive and,  as  you  know,  recently  the  President  has  signed  that  legis- 
lation, and  it  does  give  us  the  tools  to  move  forward.  I'll  speak  to 
that  in  my  comments  this  morning. 

Again,  I  would  like  to  give  you  a  brief  overview  of  a  number  of 
different  areas  I  think  affect  the  question  before  the  Committee 
this  morning,  which  is  the  management  of  the  Department  and  the 
management  of  the  Office  of  Housing. 

First,  on  the  issue  of  program  management,  it  is  clear  to  many 
of  us,  and  all  of  us  here  at  the  table  this  morning  come  from  out- 
side Washington  to  Washington,  that  one  of  the  things  that  we  in 
Washington  need  to  do  is  to  reach  out  and  listen.  Within  the  Office 
of  Housing  we  have  engaged  in  that  earnestly  and  aggressively. 

We  have  formed  a  dozen  working  groups  in  a  variety  of  program 
areas,  such  as  our  Purchase  Rehabilitation  Program,  our  Home  Im- 
provement Program,  and  our  Preservation  Program  and  Section  8 
Program.  Those  dozen  working  groups  involve  a  hundred  different 
organizations.  There  has  already  been  some  payoff  from  the  effort. 
We  have  made  some  administrative  reforms  based  on  those  work- 
ing groups.  Others  require  legislative  initiatives,  some  of  which  are 
contained  in  our  Reauthorization  Bill,  and  others  require  ongoing 
attention  and  fixing. 

We  will  be  involved  in  that  and  will  continue  to  expand  that,  and 
we  would  expect  by  the  end  of  this  calendar  year  to  either  have 
completed  meeting  or  be  meeting  with  about  20  different  working 
groups  in  different  program  areas. 

The  other  thing,  as  it  relates  to  program  management,  that  I 
wanted  to  bring  to  your  attention  is  that  last  fall  I  made  the  deci- 
sion to  delegate  all  the  waiver  authority  that  I  had  as  Federal 
Housing  Commissioner  to  the  field  offices.  It  seemed  to  us,  in  our 
review,  that  most  of  the  waiver  requests,  the  large  preponderance 
of  the  waiver  requests  we  received  from  the  field,  were  legitimate, 
and  if  we,  in  fact,  wanted  to  reduce  layers  of  bureaucracy  in  re- 
view, to  the  extent  we  could  empower  our  field  offices,  we  would 
do  so. 

Last  November  I  signed  that  waiver  authority  delegation,  and 
now  our  field  offices  have  the  full  waiver  authority  on  those  mat- 
ters which  can  be  waived. 

In  addition,  in  terms  of  program  management,  we  are  engaging 
in  an  exercise  known  as  business  process  redesign  which  is  looking 
at  some  of  the  more  core  problems  facing  the  Department  and  fac- 
ing the  Office  of  Housing.  An  example  of  that  is  our  single  family 
assignment  program.  As  you  know,  this  is  a  program  that  allows 
us  to  try  to  work  with  homeowners  to  keep  them  in  their  homes. 

Over  the  years  there  has  been  a  very  uneven  application  of  that 
program,  and  that  program  has  had  mixed  results  in  achieving  ei- 


ther  the  objective  of  keeping  people  in  homes  or  the  objective  of 
making  sure  the  fund  carries  out  its  fiduciary  responsibility  and 
role.  We  believe  that  this  redesign  process,  involving  both  the  users 
and  the  beneficiaries  of  the  program,  will  result  in  a  substantially 
changed  program,  and  our  target  date  for  that  is  later  this  sum- 
mer. 

I  mentioned  at  the  outset  the  focus,  the  original  focus  I  had  when 
I  joined  the  Department,  on  the  management  of  our  multifamily 
portfolio.  I  want  to  bring  you  up  to  date  on  some  of  the  specific 
things  we  have  done  and  are  doing  in  addition  to  moving  forward 
with  the  implementation  of  the  legislation  which  this  Committee 
spearheaded. 

As  you  recall  from  our  testimony  last  year,  this  was  a  major  and 
remains  to  be  a  major  problem,  a  looming  crisis  that  is  already 
upon  us,  and  how  we  deal  with  that  crisis  will  have  enormous  im- 
plications for  affordable  housing  in  this  country,  for  communities  in 
this  country,  and  for  the  American  taxpayer. 

In  July  of  last  year,  within  45  days  of  my  being  sworn  in,  I  con- 
vened an  asset  management  work  group,  a  multidisciplinary  group 
within  the  Department,  including  representatives  from  outside  the 
Department.  Their  responsibility  was  to  ensure  that  we  were  focus- 
ing our  existing  resources  on  the  areas  of  highest  priority,  that  be- 
cause of  our  resource  shortages  and  staffing  shortages  we  were  sus- 
pending or  eliminating  low-priority  programs  and  activities,  so, 
again,  we  could  focus  attention  on  that  which  is  important,  that  we 
could  implement  programs  at  the  lowest  possible  organization 
level,  i.e.,  the  field  offices,  and  to  ensure  that  we  were  utilizing  to- 
day's technology,  not  yesterday's  technology,  but  today's  technology 
to  deal  with  this  question. 

Let  me  give  you  a  progress  report,  if  I  can,  of  what  has  happened 
since  the  formation  of  that  asset  management  work  group.  They 
had  several  recommendations,  93  to  be  exact,  but  let  me  give  you 
the  highlights  of  what  those  recommendations  are. 

One  of  the  things  we've  done  over  the  past  9  months  is  we  have 
facilitated  the  refinancing  of  our  insured  loans  to  lower  the  debt 
service  and  thereby  lower  our  risk  by  streamlining  field  office  proc- 
essing. This  is  the  so-called  223(a)(7)  program  which  allows  us  to 
refinance  existing  debt,  thereby  freeing  up  cash  flow  to  make  sure 
that  the  properties  stay  current. 

Earlier  this  year  we  hired  a  fiscal  adviser  to  develop  and  imple- 
ment a  plan  to  sell  HUD-held  loans.  These  loans  are  typically  the 
most  troubled  loans  in  the  portfolio.  The  sale  of  these  loans  will 
free  up  critical  staff  resources  who  will  be  able  to  focus  on  default 
prevention.  While  we  need  to  deal  with  the  tip  of  the  iceberg,  which 
is  a  large  tip,  it's  even  a  larger  iceberg.  If  we  can  deal  with  the  tip, 
we  can  then  focus  on  resources  and  make  sure  other  tips  don't 
emerge. 

We  have  initiated  a  demonstration  program  with  the  Massachu- 
setts Housing  Finance  Agency,  and  I  know  that  Executive  Director 
will  be  testifying  later  this  morning,  to  manage  and  sell  HUD- 
owned  multifamily  property.  We  believe  that  this  demonstration 
will  free  up  critically  needed  staff  resources.  It  is  our  expectation 
and  our  hope  that  we  can  replicate  this  demonstration  with  other 


willing  and  capable  housing  finance  agencies  throughout  the  coun- 
try. 

Fourth,  we  have  initiated  a  business  process  redesign  of  our  en- 
tire asset  management  process  that  specifically  tries  to  incorporate 
the  best  practices  of  the  private  sector  to  assess  risk  and  mitigate 
losses. 

Fifth,  we  have  conducted  throughout  the  country  specialized 
asset  management  training  for  staff  in  32  field  offices  around  the 
country,  about  two-thirds  of  all  our  field  offices  that  deal  with  mul- 
tifamily  housing. 

Sixth,  we  have  conducted,  using,  again,  today's  technology,  a  se- 
ries of  video  conferences  and  conference  calls  between  Head- 
quarters and  each  field  office  to  ensure  that  they  have  the  appro- 
priate technical  assistance  and  to  obtain  feedback  on  what  it  is 
we're  doing. 

As  it  relates  to  our  budget,  you  are  correct  to  observe  that  we  do 
face  limitations  and  that  there  are  shortages.  We  have  received  ap- 
proval over  the  last  couple  of  months  to  engage  some  temporary 
staff  to  assist  in  asset  management.  We  believe  that  this  next  two 
or  three  years  is  absolutely  critical.  This  is  the  time  that  we  need 
to  make  a  dint  in  this  portfolio.  This  is  the  time  we  need  to  ensure 
that  the  problem  doesn't  get  worse,  that  not  only  do  we  stop  the 
hemorrhaging,  but  we  perform  the  kind  of  corrective  surgery  that 
can  make  our  portfolio  healthier  and  more  of  an  asset  to  its  com- 
munity. We  will  be  hiring  a  couple  of  hundred  temporary  employ- 
ees with  various  skills  to  help  us  in  field  offices  throughout  the 
country. 

You  mentioned  the  reorganization,  and  let  me  talk  a  little  bit 
about  that,  if  I  could,  from  Housing's  point  of  view.  There  are  five 
major  changes  that  we  believe  will  result  from  the  field  reorganiza- 
tion. 

One,  for  the  first  time  in  25  years  there  will  be  a  streamlined 
and  direct  command  structure  between  the  field  offices  and  Head- 
quarters without  the  intervening  middle  layers  of  bureaucracy.  The 
Secretary  has  removed  that  middle  layer  of  bureaucracy  and  plans 
to  hold  us  accountable  for  direct  communication  with  our  field  of- 
fices. 

Two,  greater  authority  will  be  delegated  to  the  field  offices.  The 
delegation  of  the  waiver  authority  last  November  was  a  downpay- 
ment.  That  delegation  of  that  authority,  the  increased  training,  and 
more  resources  to  field  offices  in  need  will  allow  them  to  do  their 
job  better. 

Three,  for  the  first  time  in  several  years  we  will  reorganize  the 
field  so  that  it  parallels  the  organization  of  Headquarters.  What 
does  that  mean?  Right  now  the  field  structure  is  separated  into 
management  and  development.  We  don't  believe  that's  the  most  ap- 
propriate way  to  organize  the  field. 

In  fact,  we  have  come  to  the  conclusion  that  I  think  is  obvious 
to  anybody  in  the  industry,  that  the  business  of  single  family  is 
very  different  than  the  business  of  multifamily.  We  will  be  reor- 
ganizing our  field  structure  in  this  fiscal  year  along  those  lines  of 
business,  a  single  family  line  of  business  and  a  multifamily  line  of 
business  and  begin  to  target  resources  in  that  way. 


Fourth,  we  will  be  using  today's  technology  to  create  consolidated 
processing  centers.  While  the  rest  of  the  housing  finance  industry, 
over  the  last  decade,  has  been  able  to  use  technology  to  do  so-called 
back-room  processing,  we  have  not.  We  need  to  do  more  of  that. 
Our  resources  and  staff  are  scarce,  and  we  need  to  make  sure  that 
they  are  not  used  inappropriately,  but  used  efficiently,  and  that  the 
critical  masses  of  staff  and  resources  exist  to  do  the  processing  we 
need. 

Fifth,  and  perhaps  most  importantly,  the  one  that  will  require  a 
commitment  over  time,  is  that  we  need  to  increase  accountability. 
When  I  joined  the  Department  last  year  the  management  plan  for 
the  Office  of  Housing  essentially  said  that  every  single  program  is 
important. 

From  a  field  office  point  of  view,  looking  at  that  management 
plan,  that  message  was  that  nothing  can  be  important.  If  every- 
thing is  important  and  you  don't  have  enough  staff,  then  nothing 
can  be  important. 

One  of  the  things  we  did  in  fiscal  year  1993  and  then  emphasized 
in  fiscal  year  1994  is  set  up  a  management  plan  that  has  10  very 
measurable  objectives,  objectives  that  focus  on  output  and  process. 
We  developed  that  plan  in  consultation  with  the  field  offices,  and 
we  expect  those  field  offices  to  be  held  accountable.  I  now  receive 
a  monthly  report  on  each  of  the  81  housing  field  offices  that  tells 
me  their  performance  under  those  plans. 

Last,  I  want  to  talk  about  the  consolidated  processing  centers.  As 
I  mentioned  before,  it  is  clear  to  us  that  we  need  to  find  a  better 
way  to  organize  the  limited  staff  we  have.  We  believe  that  these 
consolidated  centers,  which  lend  themselves  to  certain  of  our  activi- 
ties, are  the  way  to  proceed. 

We  expect  to  proceed  with  the  first  consolidated  processing  cen- 
ter sometime  this  summer  in  Denver.  We  expect  to  use  new  tech- 
nology to  ensure  that  we  can  minimize  delays  that  people  now  have 
in  trying  to  secure  mortgage  insurance  for  single  family  housing. 

This  is  a  critical  time  in  terms  of  expanding  home  ownership  for 
all  Americans.  We  believe  that  we  no  longer  can  be  a  barrier  to 
that  and  we  can  no  longer  put  delays  in  front  of  that.  We  need  to 
expedite  that. 

Beyond  management,  Mr.  Chairman,  there  is  one  other  issue  I 
need  to  bring  to  your  attention.  As  we  make  progress,  and  I  believe 
we  are  making  some  progress,  as  you  said  at  the  outset,  there  is 
much  more  work  that  needs  to  be  done. 

Last  week  the  Secretary  asked  that  I  spend  a  period  of  time  over 
the  next  several  months  working  with  constituencies,  with  inter- 
ested parties,  and  with  beneficiaries  asking  the  question:  Is  the 
Federal  Housing  Administration  structured  appropriately  in  today's 
world  to  carry  out  its  public  purpose  mission?  We  have  an  open 
mind  on  what  the  answer  to  that  question  is. 

We  know  it  has  to  begin  with  a  reaffirmation  of  the  underlying 
public  purpose  of  the  FHA,  but  I  would  hope  over  the  course  of  the 
next  few  months  to  engage  in  a  dialog  on  that  subject  and  in  the 
months  ahead  to  bring  you  a  progress  report  on  that  dialog. 

That,  in  summary,  Mr.  Chairman,  is  some  of  the  activities  of  the 
Office  of  Housing,  and  I'm  available,  of  course,  to  answer  any  ques- 
tions you  may  have. 


Senator  Sarbanes.  Well,  thank  you  very  much,  and  we'll  hear 
from  your  colleagues  before  we  go  to  the  questions. 
Mr.  Shuldiner. 

STATEMENT  OF  JOSEPH  SHULDINER,  ASSISTANT  SECRETARY 
FOR  PUBLIC  AND  INDIAN  HOUSING,  U.S.  DEPARTMENT  OF 
HOUSING  AND  URBAN  DEVELOPMENT,  WASHINGTON,  DC 

Mr.  Shuldener.  Good  morning,  Mr.  Chairman  and  Members  of 
the  Committee.  Thank  you  for  this  opportunity  to  speak  about 
management  issues  in  public  and  Indian  housing. 

When  we  talk  about  management  issues  in  public  and  Indian 
housing,  to  some  extent  we're  talking  about  two  sets  of  manage- 
ment problems,  the  management  problems  confronting  the  Housing 
Authorities  themselves,  and  then  the  management  problems  within 
the  Department  in  the  office  in  dealing  with  the  Housing  Authori- 
ties. 

Let  me  say  that  I  believe  these  are  interrelated.  I  think  one  of 
the  first  things  we  have  done,  in  terms  of  addressing  these  man- 
agement issues  within  the  Department,  is  to  make  it  clear  that 
they  are  related,  that  if  in  fact  the  Housing  Authorities  don't  suc- 
ceed, then  the  Department  itself  has  failed  in  its  main  mission,  be- 
cause the  mission  is  to  provide  safe,  decent,  and  affordable  housing, 
as  the  Chairman  has  said,  and  if  the  Housing  Authorities  don't  de- 
liver it,  then  it  hasn't  been  delivered  and  we  have  all  failed  in  the 
mission. 

We  understand,  in  our  operation,  that  for  us  to  succeed  the 
Housing  Authorities  have  to  succeed,  and  that  has  really  created 
a  change  in  approach.  So  what  we  are  doing,  basically,  to  try  to  ad- 
dress some  of  our  management  issues  is  to  change  the  relationship 
between  the  Department  and  Public  Housing  Authorities,  and 
we've  done  it  in  two  ways. 

First,  we've  restructured  our  field  operations.  Instead  of  more 
civil  service  structural  organizations  that  we've  had  in  the  past, 
we're  reforming  the  offices  based  on  a  pilot  that  we  did  in  Chicago 
so  that  people  are  assigned  in  ways  in  which  they  can  provide  di- 
rect assistance  to  Housing  Authorities  in  functional  areas,  be  it 
marketing  and  leasing,  be  it  facilities  management,  be  it  resident 
initiatives,  again,  recognizing  the  fact  that  HUD's  role  is  to  provide 
resources,  technical  assistance,  to  do  problem  solving,  to  do  clear- 
inghouse functions,  identifying  solutions  that  are  elsewhere  and 
basic  training. 

The  second  thing  that  we're  doing  to  change  the  relationship  and 
address  management  issues  within  the  industry  is  engaging  in  a 
process  which  involves  the  industry,  residents,  legal  services  to  re- 
view all  the  regulations,  handbooks,  and  the  ACC,  and  we  are 
hopeful  that  by  this  fall  we  will  have  new  proposed  regulations,  an 
ACC,  and  handbooks  out  to  the  public. 

Again,  this  is  a  joint  effort.  It  has  taken,  of  course,  longer  than 
I  would  have  hoped,  but  I  think  it  was  better  to  be  inclusive  and 
as  comprehensive  as  possible  in  doing  it. 

I  am  pleased  to  be  able  to  tell  you  that  we  have  results  already 
from  this  change  in  approach  and  from  this  better  collaboration.  I 
want  to  talk  specifically  about  two  areas  that  always  come  up  in 
terms  of  PIH  and  management. 
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The  first  is  the  ability  to  project  budgeting  for  Section  8  renew- 
als. In  1993  the  difference  between  the  projection  and  the  actuals 
was  about  $2.5  million  out  of  a  $6.6  billion  budget,  or  Viooths  of 
a  percent.  That  is  a  degree  of  accuracy  which  I  think  you  will  agree 
is  remarkable  considering  where  we  came  from. 

The  second  area  that  is  often  raised  is  the  monetization  pipeline. 
I'm  pleased  to  be  able  to  tell  you  that  in  fiscal  1993  approximately 
$2V4  billion  was  obligated,  that  the  pipeline  as  of  September  30, 
1993,  when  you're  looking  at  1992  and  before,  is  about  $3.3  billion, 
or  approximately  1  year's  funding.  Considering  this  is  a  capital  pro- 
gram, and  capital  programs,  whether  they  be  bridges  or  roads  or 
schools  or  housing,  have  a  tendency  to  take  a  little  longer  to  spend 
out. 

This  is,  I  believe,  a  fairly  good  report.  We  are  still  doing  things 
that  hopefully  will  reduce  this  even  further,  but,  again,  we're  talk- 
ing about  approximately  a  1  year  backlog  for  allocations  that  were 
more  than  a  year  old  as  of  September  30,  1993. 

The  other  things  that  we  have  done,  and  I  should  say  that  under 
the  Secretary's  leadership  we  have  decided  to  take  on  the  harder 
issues  and  not  to  duck  them.  From  the  beginning  we  were  working 
with  the  Philadelphia  Housing  Authority,  an  example  of  consistent 
failure  over  the  past  15  or  20  years,  and  working  with  them  in  a 
constructive  rather  than  a  punitive  way  we  came  up  with  what  we 
believe  is  a  unique  relationship,  and  we're  pleased  to  say  that  it's 
going  fairly  well. 

As  recently  as  3  weeks  ago  an  editorial  appeared  in  the  Philadel- 
phia Inquirer  which  reviewed  the  effort  in  a  report  card  and  gave 
the  Authority  an  A  for  effort  and  B  for  results,  not  a  perfect  score, 
but  a  whole  lot  better  than  people  would  have  predicted  a  year  ago. 
And,  as  you  know,  we're  now  engaged  in  a  different  unique  effort 
with  the  District's  Housing  Authority  here. 

Let  me  just  say  that  we  will  continue  to  address  the  more  trou- 
bled Housing  Authorities  as  we  build  up  our  capacity,  and  in 
speaking  of  that,  we  have,  in  fact,  done  as  Congress  asked.  We 
have  created  an  Office  of  Severely  Distressed  Housing.  It  is  in  the 
process  of  being  staffed  up,  but  it  is  already  taking  on  the  respon- 
sibility for  the  HOPE  VI  program  and  has  begun  to  take  on  respon- 
sibility for  coordinating  activities  between  HUD  and  the  troubled 
Authorities. 

Let  me  also  say  that  out  of  the  3,400  Housing  Authorities  that 
we  have,  105  of  them  are  considered  to  be  operationally  troubled. 
Thirty-one  of  them  have  500  units  or  more  and  74  of  them  have 
less  than  500  units.  So  I  think  it's  fair  to  say  that  they  represent 
a  fairly  small  part  of  the  overall  Housing  Authority  industry. 

Senator  Sarbanes.  That's  105  Authorities  out  of  how  many? 

Mr.  SHULDINER.  Approximately  3,400. 

Senator  Sarbanes.  In  terms  of  the  number  of  units,  105  troubled 
Authorities  represent  what  percent? 

Mr.  Shuldener.  Let  me  just  say  there  are  18  that  are  1,250  units 
or  more,  there  are  13  that  are  between  500  and  1,250  units,  and 
then  there  are  74  that  are  less  than  500  units. 

Senator  Sarbanes.  And  adding  all  that  up 

Mr.  Shuldener.  It's  about  255,000  housing  units. 


Senator  Sarbanes.  — those  troubled  units  are  what  percent  of 
the  total  number? 

Mr.  Shuldiner.  About  20  percent,  255,000.  A  little  under  20  per- 
cent, 255,000  units. 

OPENING  COMMENTS  OF  SENATOR  LAUCH  FAIRCLOTH 

Senator  Faircloth.  Mr.  Chairman,  may  I  ask  him  a  question? 

Senator  Sarbanes.  Sure. 

Senator  Faircloth.  Twenty  percent  of  it  is  distressed? 

Mr.  Shuldiner.  I  didn't  say  that,  sir. 

Senator  Faircloth.  What  did  you  say? 

Mr.  Shuldiner.  I  said  that  the  Authorities  that  operate  them 
have  not  scored  well  on  our  scoring  system,  but  the  scoring  system 
doesn't  relate  to  the  physical  condition  of  the  property  itself.  So,  in 
other  words,  they  may  have  extreme  vacancies,  they  may  have 
budgetary  problems,  or  they  may  not  have  good  resident  programs, 
but  that  does  not  mean  the  units  particularly  are  distressed. 

Senator  Faircloth.  Distressed  then,  means  the  condition  of  the 
facility  itself? 

Mr.  Shuldiner.  Yes,  sir. 

Senator  Faircloth.  WhaL  percentage  is  distressed? 

Mr.  Shuldiner.  As  you  know,  the  National  Commission  on  Se- 
verely Distressed  Housing  estimated  approximately  86,000  units  or 
about  6  percent  of  the  stock  is  distressed.  Obviously,  that  depends 
on  the  standard  that  you  use  to  measure  the  units,  but  that  is  the 
number  they  came  up  with  when  they  looked  into  it. 

Senator  Faircloth.  I  read  in  various  places  in  Raleigh,  North 
Carolina,  the  home  State,  that  you're  tearing  down.  Are  you  tear- 
ing down  many  and  replacing  them? 

Mr.  Shuldiner.  Again,  I  don't  know  what  you  mean  by  "many," 
but  I  think  it's  fair  to  say  that  we  want  local  Housing  Authorities 
to  have  the  flexibility  to  address  the  public  housing  as  they  find  it. 
If  it  should  be  rehabilitated  or  modernized,  they  should  do  that.  If 
it  makes  more  sense  to  demolish  it  and  replace  it,  they  should  do 
that.  Most  our  legislation  this  year  is  to  give  the  locality  more  re- 
sources and  flexibility  to  make  those  kinds  of  decisions. 

Senator  Fadicloth.  You  say  you  don't  know  what  I  mean  by 
"how  many."  You  tell  me  how  many  you're  tearing  down,  and  I'll 
tell  you  whether  that's  many  or  not. 

Mr.  Shuldiner.  I  am  not  tearing  down  any. 

Senator  FAmcLOTH.  Well,  how  many  you  are  having  torn  down 
or  supervising  or  recommending  to  tear  down. 

Mr.  Shuldiner.  I  can't  answer  that  question.  I  can  certainly  get 
back  to  you,  Senator,  in  terms  of  the  units  where  we  have  approved 
demolition  disposition,  but  I  don't  know  that  number  offhand. 

Senator  Faircloth.  How  old  are  the  ones  you're  taking  down,  a 
general  age? 

Mr.  Shuldiner.  I  would  assume  that  those  are  the  ones  that  are 
40  and  50  years  old  that  were  built  when  public  housing  first  start- 
ed back  in  the  1930's,  1940's,  and  1950's. 

Senator  Faircloth.  In  Raleigh  it  was  about  20.  Well,  OK,  go 
ahead. 

Mr.  Shuldiner.  Again,  I  think  that,  in  general,  we  are  forging 
a  more  positive  relationship  with  the  industry  so  that  we  can  help 
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them  provide  a  better  quality  of  life  for  people  who  live  in  public 
housing. 

We  appreciate  working  with  the  Committee  and  with  its  staff, 
and  we  look  forward  to  doing  that  as  we  go  through  our  legislative 
package,  and  we  want  to  assure  you  that  we  take  the  responsibility 
for  improving  overall  management,  both  ours  and  the  Housing  Au- 
thorities', seriously. 

Thank  you. 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Shuldiner. 

Mr.  Cuomo. 

STATEMENT  OF  ANDREW  CUOMO,  ASSISTANT  SECRETARY 
FOR  COMMUNITY  PLANNING  AND  DEVELOPMENT,  U.S.  DE- 
PARTMENT OF  HOUSING  AND  URBAN  DEVELOPMENT,  WASH- 
INGTON, DC 

Mr.  Cuomo.  Thank  you,  Mr.  Chairman.  It's  my  pleasure  to  join 
my  colleagues  here  this  morning  to  address  this  Committee. 

On  HUD's  management  problems,  specifically  of  CPD,  I  had  the 
good  fortune  of  serving  the  Clinton  Administration  when  it  was 
then  President-Elect  Bill  Clinton  on  the  transition  team  chairing 
the  Transition  Committee  that  oversaw  HUD.  So,  I  had  a  preview 
of  the  management  problems  that  existed  at  HUD. 

When  I  took  over  as  Assistant  Secretary  of  Community  Planning 
and  Development,  the  first  thing  we  did  was  to  hold  a  series,  about 
25  forums  throughout  the  country,  where  we  got  in  touch  with  the 
grantees,  the  users  of  the  programs,  to  find  out  what  they  thought 
about  the  job  HUD  was  doing  and  how  the  programs  could  work 
better.  We  asked  the  HUD  people  themselves,  in  the  field,  who 
were  working  the  programs,  what  they  thought  they  needed  to 
make  the  programs  work  better. 

I  will  touch  on  a  few  points  and  then  take  the  Chairman  up  on 
his  offer  to  submit  the  statement  for  the  record. 

The  main  problem  for  community  planning  and  development,  in 
my  opinion,  and  which  would  echo  the  Inspector  General's  con- 
cerns, are  about  six  fragmented  programs,  specifically  in  the  home- 
less area,  which  are  highly  regulated,  competitive  in  nature,  and 
are  labor  intensive  for  the  Department  in  that  we  are  running  all 
these  competitions  on  an  ongoing  basis. 

We  had,  for  example,  in  one  program  1,400  applications  that 
came  in,  of  which  we  could  only  award  about  43.  Still,  we  had  to 
go  through  1,400  applications,  which  are  very  extensive,  so  that  our 
review  could  be  complete  and  intelligent.  This  was  not  an  effective 
or  efficient  means  of  running  the  programs  or  distributing  the 
money. 

One  of  the  items  you  have  in  the  legislative  proposal  before  you 
is  a  consolidation  of  those  homeless  programs.  We're  saying  take 
those  six  homeless  programs,  consolidate  them  into  one  program, 
and  then  disperse  the  money,  by  formula,  to  different  jurisdictions 
around  the  Nation  if  that  jurisdiction  has  a  plan  that  meets  HUD's 
approval.  Rather  than  having  to  run  competitions  through  all  these 
different  programs,  have  one  program  where  the  locality  comes 
back  with  a  plan,  and  if  the  plan  is  accepted,  HUD  will  fund  that 
locality. 
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That  legislative  proposal,  which  is  in  this  year's  bill,  and  a  policy 
statement  by  the  Department  are  also  administrative  management 
devices  which  we  think  will  go  a  long  way  toward  solving  one  of 
our  most  significant  problems. 

With  the  CDBG  program  and  the  HOME  program  we  believe  the 
problems  are  more  regulatory  than  legislative.  In  the  case  of  the 
CDBG  program,  you've  probably  had  too  little  regulation  in  one 
area,  and  in  the  case  of  the  HOME  program,  maybe  too  much  regu- 
lation. 

With  the  CDBG  program  the  Inspector  General  points  to  ques- 
tions about  the  use  of  CDBG  funds,  especially  in  the  areas  of  eco- 
nomic development.  We  believe  one  of  the  reasons  there  was  uncer- 
tainty was  that  HUD,  in  years  past,  had  not  promulgated  economic 
development  regulations  to  guide  localities  on  how  to  use  the  funds. 

We  are  pleased  to  be  able  to  say  that  those  regulations  have  now 
been  drafted  and  are  out  for  comment.  As  soon  as  the  comment  pe- 
riod is  finished  and  closed  and  we  have  taken  those  comments  into 
consideration,  we  should  go  a  long  way  toward  eradicating  that 
problem  because  jurisdictions  will  know  how  to  use  the  CDBG  pro- 
gram for  economic  development. 

With  the  HOME  program  we  have,  over  the  past  year,  with  the 
good  attention  and  focus  and  efforts  of  this  Committee,  gone  a  long 
way  toward  streamlining  and,  we  believe,  making  it  work  better. 
We  have  been  doing  all  that  we  can  on  the  administrative  end  to 
make  that  money  move.  I  think  we  are  beginning  to  show  results 
with  the  HOME  program.  When  we  took  office  only  about  2  percent 
of  the  1992  money  had  been  expended.  Today  about  35  percent  of 
the  1992  money  has  been  expended. 

We  have  a  long  way  to  go,  we  believe,  but  we  also  believe  the 
results  are  promising  and  the  efforts  have  been  substantial. 

We  have  taken  the  CDBG  program  and  the  HOME  program  and 
the  homeless  programs  and  consolidated  all  the  applications.  Right 
now  a  jurisdiction  will  do  a  different  plan  and  a  different  applica- 
tion for  each  one  of  our  programs.  We  have  put  all  that  together 
on  one  application.  We  call  it  the  Consolidated  Plan,  and  we  think 
that  as  a  management  device  it  will  also  go  a  long  way  toward 
making  both  the  program  administration  and  the  program  imple- 
mentation more  efficient  and  effective. 

We  are  proposing  a  new  management  information  system  to  pro- 
vide better  information  and  better  clarity  on  what  is  going  on  with 
the  programs  to  begin  with.  That  management  information  system 
is  again  contained  in  the  legislative  proposals  that  you  have  before 
you  this  year.  It's  Vz  of  1  percent  set  aside  from  CDBG  to  allow  us 
to  put  in  a  real  state-of-the-art  management  information  system  so 
we  don't  have  to  guess,  we  know  where  the  CDBG  money  is,  we 
know  where  the  HOME  money  is,  and  a  jurisdiction  can  access 
that  information  by  a  computer  modem  like  most  other  businesses 
in  this  decade. 

Beyond  that,  the  Secretary's  proposed  reorganization  which,  as 
Assistant  Secretary  Retsinas  mentioned,  basically  eliminates  the 
regional  level,  we  think,  will  go  a  long  way  toward  expediting  what 
we  do  at  CPD  by  first  removing  a  level  of  bureaucracy,  removing 
a  level  of  management,  the  regional  level,  and,  second,  by  putting 
those  people  who  were  in  the  regional  level  out  to  the  field  offices 
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which  is  where  the  work  actually  takes  place.  So,  it  should  work 
on  both  fronts,  removal  of  a  level  of  bureaucracy  and  getting  more 
assistance  at  the  actual  field  level. 

When  you  put  all  those  changes  together,  it's  my  opinion  that  we 
have  taken  a  significant  step  toward  alleviating  the  management 
problems.  I  would  not  come  before  this  Committee  this  morning 
and  say  I  believe  these  actions  will  solve  it.  I  believe  it  is  a  signifi- 
cant effort.  I  also  believe  the  problems  that  HUD  is  looking  at 
didn't  develop  overnight,  and  they  won't  be  solved  overnight,  but 
I  believe  it's  a  significant  effort. 

Thank  you.  It  would  be  my  pleasure  to  respond  to  any  questions 
you  may  have. 

Senator  Sarbanes.  Thank  you  very  much. 

Now  we'll  hear  from  Ms.  Achtenberg. 

STATEMENT  OF  ROBERTA  ACHTENBERG,  ASSISTANT  SEC- 
RETARY FOR  FAIR  HOUSING  AND  EQUAL  OPPORTUNITY,  U.S. 
DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT, 
WASHINGTON,  DC 

Ms.  Achtenberg.  Thank  you,  Mr.  Chairman  and  Members  of  the 
Committee.  It's  my  pleasure  as  well  to  be  here  this  morning  and 
to  discuss  with  you  the  management  issues  that  pertain  to  the  Of- 
fice of  Fair  Housing  and  Equal  Opportunity. 

Let  me  begin  by  saying  that  the  management  of  our  office  has 
been  consistently  sound  throughout  the  history  of  HUD  so  that;  for 
example,  we  have  not  been  cited  as  having  any  material  weak- 
nesses with  respect  to  our  program.  With  regard  to  unimplemented 
statutes,  for  which  the  entire  Department  has  been  somewhat  noto- 
rious over  time,  none  pertain  to  the  area  under  my  jurisdiction. 

We  began  with  a  pretty  decent  management  operation,  and  we 
have  instituted  a  number  of  improvements  that,  I  think,  have  al- 
ready enhanced  our  performance  and  will  continue  to  enhance  our 
performance  over  time. 

As  part  of  the  Department's  reinvention  efforts,  we  are  looking 
at  all  of  our  processes  and  organizational  relationships  to  deter- 
mine the  extent  to  which  they  need  to  be  changed  so  that  we  might 
manage  our  staff  and  our  limited  resources  more  effectively  and 
more  efficiently. 

For  example,  we,  too,  contracted  for  the  services  of  Price 
Waterhouse  to  provide  training  and  assistance  in  applying  the  con- 
cepts of  business  process  re-engineering  to  the  Fair  Housing  Initia- 
tives Program.  That  re-engineering  project  focused  on  streamlining 
the  grant  application  and  awards  process  with  emphasis  on  expedi- 
tiously obligating  the  FHIP  grant  funds. 

Representatives  from  the  FHEO  staff,  the  Inspector  General,  and 
the  Office  of  Administration  worked  with  us,  along  with  Price 
Waterhouse.  The  recommended  changes,  which  have  already  been 
instituted,  have  saved  175  days  in  the  granting  process.  Our  grant 
money  is  now  getting  out  to  the  field  more  expeditiously  and  more 
efficaciously.  That  process  will  now  be  turned  from  the  granting 
process  to  the  dissemination  and  oversight  process. 

We  are  obligating  our  funds  more  quickly,  and  we  believe  that 
the  process  is  running,  not  only  more  efficiently,  but  directed  to- 
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ward  the  kind  of  service  that  that  program  was  designed  to  pro- 
vide. 

We,  too,  engaged  in  a  Departmental  and  Office  field  reorganiza- 
tion and  Headquarters  reorganization  through  that  process  and  in 
consultation  with  every  member  of  our  work  force,  as  well  as  the 
various  intermediaries  whose  work  affects  FHEO  and  who  is  af- 
fected by  FHEO's  work. 

We  developed  a  new  Headquarters  organization  and  a  new 
streamlined  field  organization  that  more  closely  enables  us  to  de- 
liver the  kind  of  service  that  the  Secretary  requires  to  support  the 
initiatives  that  he  has  articulated  for  our  Office. 

We  are  proud  of  the  restructuring  that  we  have  done.  We  believe 
that  it  has  engendered  satisfaction  on  the  part  of  the  employee  as 
well  as  on  the  part  of  the  various  intermediaries  and  public  inter- 
est groups  with  whom  we  interface. 

We  will  be  conducting,  pursuant  to  our  reinvention  efforts,  cus- 
tomer satisfaction  surveys  and  we  will  be  able  to  determine  thereby 
whether  or  not  the  effort  to  satisfy  the  customer  of  fair  housing 
programs  has  been  achieved,  in  part,  through  this  reorganization. 
So,  the  jury  is  still  out  on  that  issue,  but  we  would  be  pleased  to 
report  the  results  of  those  customer  satisfaction  surveys  once  they 
are  obtained. 

Senator  Sarbanes.  When  do  you  expect  to  obtain  them? 

Ms.  Achtenberg.  It  should  be  sometime  in  the  fall,  Mr.  Chair- 
man. 

With  regard  to  our  Headquarters  organization,  I  might  point  out 
that,  consistent  with  the  Secretary's  declared  priorities  for  the  Of- 
fice of  Fair  Housing  and  Equal  Opportunity,  consistent  with  the 
published  set  of  first-year  priorities  that  I  endorsed  for  our  office, 
and  consistent  with  the  performance  agreement  that  I  signed  with 
the  Secretary  and  that  he  in  turn  signed  with  the  President  of  the 
United  States,  we  restructured  our  program  office  function  and  cre- 
ated special  offices  inside  Headquarters  for  the  enforcement  of  our 
section  3  program  and  for  the  more  expeditious  administration  of 
our  Fair  Housing  Initiatives  Program. 

Additionally,  our  Office  organized  a  most  monumental  national 
consultation,  one  that  had  not  been  attempted  in  the  history  of  fair 
housing  before.  In  January  of  this  year,  with  1,100  persons  present 
from  all  over  the  Nation,  we  conducted  the  first  National  Fair 
Housing  Summit,  the  purpose  of  which  was  to  examine  the  suc- 
cesses and  failures  of  fair  housing  over  the  past  25  years  and  to 
begin  to  chart  the  course  for  fair  housing  enforcement  and  fair 
housing  assistance  efforts  over  the  next  25  years. 

There  were  papers  done  to  report  that  Summit  effort.  There  is 
a  Conference  Report  that  is  in  the  final  elements  of  revision  and 
soon  to  be  disseminated,  which  I  would  be  happy  to  provide  to  the 
Committee,  where  we  began  putting  together  the  philosophical  and 
policy-based  underpinnings  by  which  we  could  direct  our  fair  hous- 
ing program,  not  only  over  this  year  and  over  the  next  3  years,  but 
for  many  years  into  the  future. 

We  believe  that  we  have  sharpened  and  improved  our  manage- 
ment of  this  office,  not  only  from  the  operations  perspective,  but 
have  really  laid  the  groundwork  for  policy  development  over  time. 
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With  that,  I  would  submit  my  official  statement  for  the  record 
and  offer  to  answer  whatever  questions  the  Committee  might  have 
with  respect  to  the  conduct  of  the  Office  of  Fair  Housing  and  Equal 
Opportunity. 

Senator  Sarbanes.  Thank  you  very  much. 

We  appreciate  the  testimony  from  all  four  of  the  Assistant  Sec- 
retaries, and  we'll  now  go  into  a  round  of  questioning  from  the 
Committee  Members. 

I'll  try  to  be  brief  here.  I  think  we'll  do  5  minute  rounds,  and  we 
can  do  a  second  round  as  necessary. 

First  of  all,  I'm  concerned  that  on  the  one  hand  you're  trying  to 
move  things,  streamline  and  get  these  programs  working,  and 
we're  trying  to  give  you  the  statutory  tools  with  which  to  do  it,  but 
at  the  same  time  there  is  a  significant  downsizing  going  on  with 
respect  to  staffing  in  the  Department. 

Of  course  that  raises  the  question,  and,  in  fact,  HUD  has  said 
that  the  Department  needs  to  do  a  better  job  of  monitoring  some 
of  its  programs  and  so  forth  and  so  on.  How  do  you  square  what 
you're  trying  to  get  done  with  the  staff  with  which  to  do  it? 

I  mean,  Secretary  Cuomo  gave  a  good  example  in  the  homeless 
area,  and  I  think  that  was  an  excellent  example.  In  other  words, 
if  you  change  the  way  you're  doing  business,  a  lot  of  staff  time  that 
is  being  tied  up  in  evaluating,  what  was  the  number,  over  a  thou- 
sand applications 

Mr.  Cuomo.  1,400  in  the  one  I  mentioned. 

Senator  Sarbanes.  — 1,400  and  43  are  awarded,  maybe  there  is 
some  other  way  to  do  business  so  you  don't  have  to  go  through  that 
kind  of  process,  which  obviously  consumes  a  lot  of  time  and  energy. 
That's  a  nice  example,  but  I  don't  know  whether  that  generally  pre- 
vails and,  if  it  does,  that's  adequate  to  address  the  problem  that 
I'm  talking  about. 

Mr.  Retsinas.  I'll  give  you  a  couple  of  examples,  if  I  could,  Mr. 
Chairman.  One  I  mentioned  briefly  in  the  testimony  and  one  I  did 
not. 

The  one  I  mentioned  briefly  is  the  focus,  the  intense  focus  we 
have  in  the  days  ahead  on  the  disposition  of  the  HUD  held  notes, 
the  multifamily  notes.  They  take  an  inordinate  amount  of  time. 
These  notes,  generally  speaking,  involve  distressed  properties, 
though  not  always.  They  involve  properties  that  have  had  a  history 
of  problems,  and  they  require,  as  I  said,  an  inordinate  amount  of 
staff  time. 

Over  the  short  term  we  do  have  permission  to  hire  some  addi- 
tional temporary  employees,  and  I  specifically  asked  for  temporary 
employees  because  I  think  if  we  can  focus  our  attention  and  begin 
to  move  these  notes,  i.e.,  sell  these  notes,  or  in  some  cases  bring 
them  current,  if  you  will,  it  reduces  that  staff  time.  So,  part  of  that 
is  digging  out  of  the  hole  to  free  up  staff. 

Looking  more  to  the  future,  I  think  the  best  example  is  really  an 
initiative  of  this  Committee.  As  recently  as  3  days  ago,  the  Sec- 
retary formally  announced,  though  it  has  been  underway  now  sev- 
eral aays,  the  risk-sharing  program. 

In  1992  the  Congress  passed  legislation  authorizing  the  Depart- 
ment to  enter  into  risk-sharing  agreements  with  State  and  local 
housing  agencies.  While  there  may  have  been  some  reluctance  on 
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the  part  of  the  previous  Administration  to  go  forward  with  that 
program,  not  only  do  we  embrace  it,  but  we  embrace  it  eagerly. 

It  is  that  new  way  of  doing  business.  It's  making  sure  that,  un- 
derstanding our  limited  staff  capacity,  we  focus  more  attention  on 
finding  out  who  the  good  partners  are  as  opposed  to  individual 
projects.  It  is  the  review  of  individual  projects  that  is  time  consum- 
ing. If  we  can  find  partners  who  have  the  capacity,  the  resources, 
the  experience,  and  the  will,  we  can  change  dramatically  the  way 
we  do  business. 

I'm  very  pleased  to  report  that  the  Secretary  announced  on  Mon- 
day morning  that  we  now  have  applications  and  will  enter  into  an 
agreement  with  33  State  and  local  housing  agencies  in  major  parts 
of  the  country,  particularly  those  parts  of  the  country  that  are  ac- 
tive, as  in  your  own  home  State. 

This  partnership  will  allow  us  to  change  dramatically  the  staff 
requirements  of  the  Department.  This  is  something  that  will  take 
time  to  move  into  place,  but  the  risk-sharing  agreements  are  being 
signed,  literally,  every  day.  Of  the  33,  we've  already  signed  10,  and 
I  would  expect  to  sign  the  remainder  by  the  end  of  this  month.  So, 
that  will  begin  to  change  the  way  we  do  business. 

Mr.  SHULDENER.  If  I  may,  Mr.  Chairman,  I  think  we're  handling 
it  in  two  ways.  First,  we're  actually  changing  what  our  role  is.  The 
Secretary  on  Monday  also  submitted  a  report  to  Congress  indicat- 
ing the  problems  of  HUD  and  included  the  fact  that  we  have  had 
a  history  or  a  culture  of  micromanagement. 

I  mentioned  before  of  changing  our  actual  role.  We  are  changing 
the  workload  and  recognizing  those  things  that  we  need  to  focus 
and  those  things  that  we  do  not.  The  key  to  that  is  the  fact  that 
we  will  focus  on  high-risk  Housing  Authorities.  The  backside  of 
that,  and  what  concerned  Senator  Faircloth,  is  that  part  of  our  reg- 
ulatory review  is  leading  to  the  result  that  we  will  be  deregulating 
high-performing  Housing  Authorities  because  we  will  not  be  spend- 
ing a  whole  lot  of  time  focusing  on  them.  Instead,  the  resources 
that  we  have  will  be  focused  on  more  high-risk  Housing  Authori- 
ties, the  ones  that  have  problems  so  that  we  can  help  them. 

So,  we're  doing  two  things,  changing  the  role  so  that  we're  pro- 
viding assistance,  and  then,  second,  focusing  on  the  high-risk  ones 
instead  of  the  low-risk  ones. 

The  other  thing  I  just  want  to  quickly  mention  is  that  50  percent 
of  those  3,400  Housing  Authorities  I  mentioned  have  one  hundred 
units  or  less.  We  are  also  going  to  begin,  this  fall  or  sooner,  a  re- 
view to  determine  whether  those  Housing  Authorities  should  basi- 
cally be  block  grant,  similar  to  CDBG,  and  whether  we  should  not 
ask  them  to  comply  with  the  same  rules  that  we  ask  a  Housing  Au- 
thority with  500  or  one  thousand  or  ten  thousand  units  to  comply 
with.  When  you're  talking  about  a  Housing  Authority  with  100 
units  or  less,  you're  talking  maybe  one  or  two  full-time  staff  people. 
We  have  to  recognize  those  kinds  of  situations  and  be  responsive. 

Mr.  Cuomo.  Mr.  Chairman,  I  think  the  example  I  gave  you  about 
the  homeless  programs  is  not  isolated,  but  more  indicative  of  the 
approach  we're  taking. 

The  homeless  consolidation  is  a  demonstration  of  what  we're  try- 
ing to  do  within  programs,  combine  within  programs.  You  take  that 
same  theory,  and  we're  trying  to  apply  that  among  programs.  So, 
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within  the  homeless  programs  we  want  to  consolidate  the  six  into 
one. 

Among  the  programs  that  CPD  operates,  homeless  programs, 
CDBG,  and  the  HOME  program,  we  are  consolidating  all  the  appli- 
cations and  paperwork  that  we  now  get.  Right  now  we  get  separate 
applications  and  reports  for  each  program.  What  we're  doing  by 
regulation,  and  we  don't  require  legislation,  is  going  to  be  some- 
thing called  consolidated  planning  which  takes  all  those  programs, 
all  those  formula-grant  programs,  and  puts  them  into  a  single  ap- 
plication and  reporting  program  for  that  jurisdiction.  So,  we  will  be 
streamlining  the  CDBG,  the  homeless  applications,  and  something 
called  the  CHAS,  which  is  another  plan  jurisdictions  now  do,  into 
one  plan  and  one  report  off  that  one  plan  and  one  management  in- 
formation system  that  will  track  all  of  the  funds. 

Senator  Sarbanes.  That's  very  interesting. 

Ms.  ACHTENBERG.  Mr.  Chairman,  as  I  pointed  out  in  my  opening 
remarks,  through  re-engineering  one  of  our  programs  we  have  al- 
ready been  able  to  save  174  staff  days.  That's  more  than  one  half 
of  a  staff  year,  which  is  very  significant. 

I  suppose  it's  hard  to  tell  how  many  more  savings  like  that  can 
be  yielded  by  going  through  those  kinds  of  processes,  but  the  ad- 
ministrative support  function  in  the  Department  is  intent  on  seeing 
to  it  that  those  kinds  of  streamlining  processes,  where  applicable, 
are  gone  through  program  by  program  in  each  program  area.  So, 
we  expect  that  kind  of  exercise  to  yield  some  significant  results. 

We  have  also  put  into  place  better  management  systems,  better 
tracking  systems,  and  better  information  systems  that  yield  better 
and  more  accurate  feedback  and  give  us  trend  analyses  by  which 
we  can  do  better  planning  and  better  training. 

We  have  instituted  direct  lines  of  authority  between  our  program 
offices  and  the  field,  which  means  expedited  communication  and 
more  timely  decisionmaking,  which  we  believe  will  benefit  the  cus- 
tomer and  increase  customer  satisfaction. 

The  other  thing  that  I  would  point  out  is  that  the  Secretary  has 
a  very  strong  belief  that  improved  and  systematic  training  pro- 
grams for  our  HUD  employees,  which  I  have  to  say  have  been  in- 
consistent in  the  past,  should  yield  better  results. 

Whether  or  not  all  of  this  taken  together  will  end  up  meaning 
that  at  a  time  of  downsizing  we  will  nonetheless  be  able  to  make 
each  and  every  one  of  our  programs  work  efficiently,  obviously,  is 
still  to  be  determined  and  is  an  appropriate  question  for  consider- 
ation by  this  Committee.  But  those  are  the  kinds  of  things  that  we 
are  looking  at  to  try  to  improve  program  employee  performance  in 
a  time  of  diminished  resources  and  employee  downsizing. 

Senator  Sarbanes.  Thank  you.  I  see  that  my  time  has  expired, 
and  I'll  yield  now  to  Senator  Faircloth  for  his  questioning. 

Let  me  just  make  this  observation.  Of  course  we  tried  to  move 
through  this  housing  legislation  that  was  submitted  as  expedi- 
tiously as  possible,  both  the  HUD  Demonstration  Act  of  1993  and 
the  recently  enacted  Multifamily  Housing  Property  Disposition  Re- 
form Act  cf  1994.  Speaking  for  myself,  and,  I  think,  for  the  Mem- 
bers of  the  Committee,  I  think  we're  very  anxious  to  clear  away 
statutory  impediments  which  you  perceive  as  hindering  your  ability 
to  streamline  the  functioning  of  the  Department  and  to  get  these 
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programs  lean  and  tight.  So  we  look  forward  to  working  closely 
with  you  in  that  effort. 

Senator  Faircloth. 

Senator  Faircloth.  Thank  you,  Mr.  Chairman. 

I  have  one  or  two  questions.  I  read  consistently  of  a  new  program 
you  have,  maybe  that's  the  word  for  it,  in  which  you  are  taking 
public  housing  and  moving  it  into  private  housing  areas,  and  in 
middle-class  housing  areas  you're  buying  houses,  lots,  land,  what- 
ever. Tell  me  how  that  program  is  working  and  what  you're  doing 
on  it. 

Mr.  Shuldiner.  It's  not  a  program  per  se,  and  this  is  probably 
a  question  both  for  Assistant  Secretary  Achtenberg  and  myself. 

Basically,  in  compliance  with  title  VI  and  title  VIII,  when  Hous- 
ing Authorities  build  new  public  housing  they  should  be  making 
every  effort  to  site  that  housing  in  non-impacted  neighborhoods, 
and  that  means  both 

Senator  Faircloth.  What  does  non-impacted  mean? 

Mr.  Shuldiner.  Basically,  non-impacted  means  both  non-im- 
pacted in  terms  of  percentage  of  low-income  people  in  the  neighbor- 
hood and  non-impacted  also  in  terms  of  racial  composition,  minor- 
ity composition  in  the  neighborhood.  So,  we  would  prefer  housing 
to  be  built  in  neighborhoods  that  are  not  overly  poor  and  not  overly 
filled  with  minorities  and  give  people  opportunities  to  go  into  dif- 
ferent neighborhoods. 

In  terms  of  the  program,  when  a  Housing  Authority  proposes  a 
site,  we  review  something  called  Site  and  Neighborhood  Standards, 
and  we  determine  whether,  in  fact,  the  site  proposed  meets  the  Site 
and  Neighborhood  Standards,  and  if  it  does  not,  is  there  still  a  rea- 
son to  approve  the  site. 

Again,  it's  an  attempt  to  have  Housing  Authorities  disperse  as 
widely  as  possible  where  they  are  constructing  new  public  housing 
within  the  confines  of  the  budget  that  they  have  and  the  reality  of 
land  availability.  The  premise  is  to  try  to  have  public  housing  resi- 
dents live  in  neighborhoods  that  have  services,  that  are  close  to 
schools,  shopping,  job  opportunities,  et  cetera,  to  improve  the  qual- 
ity of  life. 

Roberta,  maybe  you  want  to  add  something. 

Ms.  Achtenberg.  That's  an  accurate  description. 

Senator  Faircloth.  I'm  not  sure  that  I  understand  what  you're 
saying,  but  I  heard  it.  You're  saying  that  you  want  to  move  public 
housing  out  of  the  areas  it  has  customarily  been  in,  is  that  what 
you're  saying? 

Mr.  Shuldiner.  That  is  part  of  it,  yes,  sir. 

Senator  Faircloth.  All  right.  What  if  the  areas  you  want  to 
move  this  public  housing  into  do  not  want  it?  This  is  what  we're 
running  into  and  what  we're  getting  hundreds  of  telephone  calls 
on,  that  you  are  moving  public  housing  into  middle-class  neighbor- 
hoods and  bringing  with  it  the  problems  that  public  housing  has 
encountered  in  the  neighborhoods  you're  leaving,  that  is,  crime  and 
drug  dealing.  You're  talking  about  impact  and  programs.  Will  you 
not  bring  this  same  rate  of  crime  and  drug  dealing  and  problems 
into  the  other  neighborhoods,  and  do  you  understand  why  the  peo- 
ple do  not  want  them  there? 
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Mr.  Shuldiner.  Yes,  sir,  and  let  me  try  to  respond  to  that.  Basi- 
cally, I  think  our  preferred  approach  is  that  an  entire  community 
recognize  that  there  is  a  responsibility  to  provide  housing  for  low- 
income  people  and  that  the  entire  community  come  up  with  a  plan 
that  makes  sense  that  gives  low-income  people  an  opportunity  to 
live  in  areas  where  they  can,  in  fact,  blossom  and  improve. 

Senator  Faircloth.  Let  me  ask  you  a  question. 

Mr.  Shuldiner.  Let  me  just  say  one  other  aspect  of  it. 

Senator  Faircloth.  The  entire  community,  what  do  you  mean  by 
the  entire  community? 

Mr.  Shuldiner.  We  would  be  talking  about  a  greater  metro  area. 
We're  talking  about  an  inner  city  and  the  suburbs  around  it.  The 
larger  the  area  that  looks  at  this  comprehensively,  the  more  likely 
we're  going  to  get  a  result  that  will  satisfy  more  people. 

The  other  thing  I  just  want  to  say  is,  in  general,  we're  also  mov- 
ing away  from  the  concentrations  that  exist  in  public  housing.  It's 
not  just  that  public  housing  has  been  sited  in  neighborhoods  that 
don't  have  a  whole  lot  of  services,  but  it  has  also  been  sited  in  some 
cities  in  such  density  that  this  is  the  issue  of  crime,  et  cetera.  If 
you  have  3,000  families  in  a  small,  dense  area  of  whom  a  few  work 
and  they  have  an  assortment  of  problems,  that's  a  problem. 

If  we  can,  in  fact,  deconcentrate  and  go  more  to  scattered  site 
housing,  we  believe  that  it  gives  the  people  a  better  opportunity  to 
progress  and  enter  the  work  force  and  become  more  productive 
members  of  society,  but  it  also  reduces  the  concerns  that  you  have 
raised  that  others  have  in  terms  of  a  potential  negative  impact  on 
the  neighborhood  they're  living  in. 

Senator  Faircloth.  You  say  "we  believe."  Who  is  "we"? 

Mr.  Shuldiner.  I'm  just  saying  we,  HUD. 

Senator  Faircloth.  We  believe  that  it  will  do  that.  Who  is  "we"? 

Mr.  Shuldiner.  HUD,  the  Department. 

Senator  Faircloth.  HUD  believes  that? 

Mr.  Shuldiner.  Yes,  sir. 

Senator  Faircloth.  You  say  the  community,  and  say  the  commu- 
nity doesn't  want  this  housing  moved,  what  is  going  to  be  HUD's 
response?  Say  a  city  of  100,000  people  say  we  don't  want  this  pub- 
lic housing  moving  into  the  suburbs  or  into  these  other  neighbor- 
hoods. We  want  it  to  stay  right  where  it  is.  What's  going  to  be  your 
response? 

Mr.  Shuldiner.  Again,  you  start  out  from  two  premises.  The 
first  is,  we  would  like  the  city,  the  community,  or  whatever  the  en- 
tity is,  they  have  a  responsibility  to  address  the  needs  of  low-in- 
come people  in  housing  and  in  other  areas.  We  would  like  them  to 
look  at  that  responsibility  and  respond  to  it  rationally  and  say 
what  the  best  way  to  do  it  is.  If  they  come  up  with  a  rational  plan, 
I  think  that's  something  that  we  can  support. 

We  have  to  recognize  title  VI  issues  and  you  can't  just  say  we're 
going  to  put  all  the  low-income  housing  right  here  in  an  area  that 
we  traditionally  underserve.  I'm  sure  you  recognize  the  fact  that  in 
most  large  cities  the  poor  neighborhoods  receive  less  city  services 
than  other  neighborhoods  and  there  is  less  opportunity,  less  com- 
mercial opportunity  for  residents. 

If  a  locality  had  a  plan  to  address  these  issues  rationally,  I  think 
that's  what  we're  looking  for.  That's  the  first  thing  we're  looking 
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for,  a  recognition  of  responsibility  and  a  rational  response  of  how 
to  deal  witn  that  responsibility.  If  everybody  did  that  we  would  be 
a  whole  lot  further  along  than  we  are. 

Senator  Faircloth.  In  other  words,  if  they  do  it  like  you  want 
it  done.  They've  got  to  do  it  like  you  want  it,  which  means  move 
it  out. 

Let  me  ask  you  a  question.  If  I  understood  you  right,  you're  say- 
ing that  public  housing  has  more  than  its  share  of  crime,  drugs, 
and  those  related  problems. 

Mr.  Shuldiner.  Some  of  it  does,  yes,  sir. 

Senator  Faircloth.  Excuse  me? 

Mr.  Shuldener.  Yes,  some  of  it  does. 

Senator  Faircloth.  Would  you  give  me  some  public  housing 
areas  that  do  not  have  more  than  their  share  of  problems? 

Mr.  Shuldiner.  Well,  for  example 

Senator  Faircloth.  I  would  like  to  know.  I'm  sure  there  are 
some,  but  I  just  would  like  to  know  where  they  are. 

Mr.  Shuldiner.  Well,  in  New  York  City  the  crime  rate  in  public 
housing,  at  least  when  I  was  there,  tenaed  to  be  about  half  that 
of  the  city  as  a  whole. 

Senator  Faircloth.  Aren't  you  going  to  simply  lower  the  stand- 
ard or  up  the  crime  rate  in  these  communities  that  you  move  public 
housing  into,  and  aren't  you  going  to  bring  the  problems  with  it? 
Why  do  you  think  that  if  you  bring  the  same  people  that  are  hav- 
ing the  problems  downtown  over  here  that  there  is  going  to  be  this 
dramatic  change  and  they  will  go  through  some  metamorphoses 
and  all  of  a  sudden  they  are  a  different  breed  of  people? 

Mr.  Shuldiner.  I  think  that  we  basically  believe  there  will  be 
that  kind  of  metamorphoses  for  two  reasons.  One  is  that  being  con- 
centrated with  only  poor  people,  primarily  people  who  don't  work, 
tends  to  feed  on  itself,  and  deconcentrating  people  and  putting 
them  into  neighborhoods  where  their  neighbors  work  and  where 
there  are  more  opportunities  for  work  and  there  are  better  schools 
and  there  are  better  support  institutions  will  result  in  people  im- 
proving and  not  having  the  negative  impact  on  the  neighborhood 
that  you're  talking  about. 

Senator  Faircloth.  These  areas  that  you're  talking  about  mov- 
ing them  into  are  not  where  people  work.  They  leave  there  to  go 
to  work. 

My  time  is  up.  Thank  you. 

Senator  Dodd.  Mr.  Chairman. 

Senator  Sareanes.  Senator  Dodd. 

OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

Senator  Dodd.  Mr.  Chairman,  let  me  first  of  all  commend  you 
and  Senator  Bond,  the  Ranking  Minority  Member,  for  your  efforts 
in  this  area.  There  are  a  number  of  creative  and  imaginative  sug- 
gestions in  the  reauthorization  bill  and  I  hope  we  can  move  that 
legislation  forward  in  a  bipartisan  way. 

Let  me  also  say  to  my  friend  from  North  Carolina  that  there  is 
implicit  in  your  comments  the  idea  that  residents  in  public  housing 
are  not  as  interested  in  dealing  with  crime  problems  and  jobs  prob- 
lems and  the  like.  In  fact,  many  of  the  residents  I've  talked  with 
are  much  more  conservative,  if  you  will,  on  dealing  with  some  of 
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these  issues  than  people  who  live  in  suburban  areas.  If  you  want 
to  do  surveys  of,  for  instance,  the  imposition  of  capital  punishment, 
I  would  suggest  the  numbers  would  be  higher  in  the  more  violent 
neighborhoods  than  they  are  in  suburban  areas. 

So,  I  just  want  to  make  sure  that  when  we  talk  about  residents 
of  public  housing  in  dangerous  urban  neighborhoods,  it  is  clear  that 
they  are  as  deeply  worried  about  crime  and  the  absence  of  work  as 
people  who  live  in  suburban  or  rural  areas. 

Clearly,  this  is  a  difficult  question  because  people  are  very  wor- 
ried about  property  values.  The  most  important  investment  a  fam- 
ily makes  is  in  their  home,  and  they  worry  deeply  about  that  prop- 
erty being  devalued,  and  I  appreciate  that.  This  isn't  limited  to  any 
one  particular  area  of  the  country. 

But,  obviously,  if  we  can  try  to  utilize  techniques  that  will  reduce 
crime  and  violence,  and  expand  opportunity,  then  we  can  minimize 
the  expenses  that  occur  in  our  communities,  whether  it  be  in  police 
departments  or  other  areas.  Of  course,  there  is  no  magical  solution, 
but  reducing  the  concentration  of  poor  people  in  a  particular  area 
has  been  effective. 

HUD  is  trying  to  address  the  problems  that  the  Senator  from 
North  Carolina  is  concerned  about.  Simply  helping  some  of  these 
folks  move  away  from  crime  and  poverty  can  have  a  favorable  and 
positive  impact  on  the  very  issues  that  concern  you  and  concern  me 
and,  I  think,  concern  our  witnesses  here  this  morning. 

Again,  there  is  no  magic  to  it,  there  is  no  guarantee,  and  there 
are  no  miracles  associated  with  it,  but,  clearly,  it's  in  everyone's  in- 
terest. Our  constituents  who  live  in  these  areas  care  very  much, 
and,  I  would  argue,  even  more  than  some  of  us  who  have  to  deal 
with  these  issues  only  in  the  abstract. 

These  folks  deal  with  it  every  day  in  some  public  housing  devel- 
opments where  they  can't,  literally,  go  out  and  buy  groceries,  or 
can't  leave  their  children  alone  in  an  apartment  for  fear  of  someone 
being  shot.  Their  interest  in  these  issues,  I  would  argue,  almost 
transcends  the  interest  of  those  who  worry  about  it  but  haven't  had 
to  face  the  problems. 

Anyway,  I  wanted  to  get  back,  if  I  could,  to  just  a  couple  of  ques- 
tions that  relate  specifically  to  the  reauthorization  bill. 

And,  Mr.  Chairman,  I  will  ask  unanimous  consent  to  put  a  state- 
ment in  the  record  that  commends  you  extensively. 

[Laughter  and  side  comments.] 

Senator  Sarbanes.  It  will  be  included  in  the  record. 

Senator  Dodd.  I'll  ask  three  questions  at  once,  and  then  the 
panel,  either  all  or  some,  can  respond  to  them. 

The  first  question  relates  to  management  issues,  but  it's  also  a 
policy  question.  I  respect  the  importance  of  maintaining  discretion 
and  it  exists  in  a  number  of  HUD  programs.  There  is  also  quite  a 
bit  of  discretion  in  some  of  HUD's  new  initiatives.  I'm  thinking  of 
neighborhood  leverage  investments  for  tomorrow,  the  LIFT  pro- 
gram, and  the  proposed  Community  Viability  Fund. 

Let  me  raise  a  concern  that  I  have.  There  is  a  tendency,  it  seems, 
that  in  the  exercise  of  discretion  the  larger  urban  areas  are  usually 
the  beneficiaries.  The  members  of  this  panel,  particularly  Nic  and 
Andrew,  know  the  Northeast.  The  communities  that  are  not  nec- 
essarily a  Boston  or  New  York  City,  but  perhaps  an  Albany  or  a 


21 

Westerly  in  your  case,  or,  in  my  case  a  Norwich,  a  New  London, 
a  Bristol,  or  a  Torrington,  have  many  of  the  same  problems,  on  a 
smaller  scale,  and  the  concern  is  that  these  smaller  urban  commu- 
nities not  slip  through  the  cracks.  Now,  that's  No.  1. 

No.  2,  I  appreciate  the  difficulty  of  coming  up  with  funds  for  a 
lot  of  these  creative  ideas,  and  I'm  very  impressed  with  your  re- 
sponses to  Senator  Sarbanes'  questions  about  how  you're  trying  to 
become  more  efficient  and  save  dollars.  I'm  particularly  impressed 
with  a  number  of  the  proposals  in  the  bill  for  trying  to  get  away 
from  the  highrise  concept.  In  fact,  at  some  point  I  think  we  need 
to  talk  about  moving  more  people  to  home  ownership  instead  of 
just  subsidizing  rent. 

I  mention  one  specific  program  because  it's  of  particular  impor- 
tance to  us  in  Connecticut  with  older  housing  stock  and  that  is  the 
proposed  cutback  in  the  lead  paint  program.  That's  a  particularly 
poignant  problem  for  us  with  older  housing  stock.  In  newer  areas 
of  the  country  it's  not  as  significant  a  problem. 

The  proposed  cut  is  $50  million.  That  may  not  seem  like  a  lot 
of  money  to  a  lot  of  people,  but,  nonetheless,  I  would  certainly  be 
prepared  to  try  to  come  back  at  an  appropriate  time,  Mr.  Chair- 
man, to  try  to  restore  funds  in  that  area  because  it  is  a  major  prob- 
lem for  us.  I  know  Senator  Sarbanes  has  also  raised  some  concerns 
about  a  proposed  reduction  in  the  HOME  program,  which  are  larg- 
er dollar  amounts,  but  I  didn't  want  the  lead  paint  issue  to  escape 
your  attention. 

The  third  and  final  question  relates  to  the  President's  appoint- 
ment of  the  Vice  President  to  chair  a  board  designed  to  coordinate 
community  programs  on  an  interagency  basis.  I  think  it's  a  terrific 
idea. 

You've  talked  about  efficiencies  today  and  how  you  can  stream- 
line, and  you've  talked  about  coming  up  with  some  comprehensive 
solutions.  I  wonder  if  you're  trying  to  implement  this  approach  in 
other  program  areas  as  well  where  you  involve  Labor,  Justice, 
Health,  and  so  forth.  Again,  we're  talking  about  efficiencies,  and 
we're  talking  about  HUD,  but  if  you  talk  about  it  in  a  cross-agency 
way  as  well,  you  may  be  able  to  save  a  great  deal  of  money.  So, 
I  raise  that  with  you  as  a  third  question. 

And  I  thank  you,  Mr.  Chairman. 

Mr.  Cuomo.  Senator,  as  usual  your  question  is  provocative  and 
many  of  the  points  are  relevant.  Let  me  take  a  quick  stab  at  a  cou- 
ple of  them.  Some  of  the  areas  are  more  appropriately  within  my 
colleagues'  jurisdiction. 

On  the  exercise  of  discretion,  the  Secretary's  point,  which  I  think 
is  especially  valid,  is  that  primarily  what  HUD  does  is  distribute 
money  by  formula,  which  means  the  funding  comes  into  HUD  and 
HUD  distributes  it  by  a  set  specific  allocation.  Bridgeport  gets 
what  Bridgeport  gets  and  Hartford  gets  what  Hartford  gets.  That's 
a  very  important  function  that  we  fill. 

However,  when  you  have  no  discretion  and  you  are  only  limited 
to  those  formula-driven  programs,  you  don't  have  the  tools  to  fash- 
ion a  solution  or  take  advantage  of  an  opportunity  that  might 
present  itself. 

If  Bridgeport  comes  in,  for  example,  and  says  to  the  Secretary, 
I  have  a  great  idea  for  economic  development,  I  have  a  great  busi- 
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ness  that's  willing  to  come  in  and  I  just  need  a  quick  bridge  loan 
to  get  something  accomplished  and  we  can  do  it,  we  would  have 
very  little,  if  anything,  to  say  to  Bridgeport,  very  few  tools  to  offer 
Bridgeport  right  now  because  it  all  goes  by  formula. 

What  the  Secretary  is  saying  is  give  him  the  tools.  You  have 
heard  his  philosophy  and  you  have  heard  his  agenda,  and  hopefully 
it's  in  keeping  with  what  this  Committee  wants  to  accomplish.  Give 
us  the  discretion  and  the  tools  and  the  flexibility  to  make  things 
happen.  Don't  take  the  entire  Department  and  make  it  discre- 
tionary. On  the  margins  give  us  just  some  funding  that  would 
allow  us  to  do  some  of  these  kinds  of  things.  That's  the  LIFT  pro- 
gram and  that's  the  Community  Viability  Program,  which  by  far 
are  the  exceptions  rather  than  the  rule  to  the  Department. 

When  the  Senator  raises  the  question  about  past  discretionary 
programs  tending  to  go  to  larger  areas,  I  think  it's  an  interesting 
point,  and  I  think  if  you  look  at  where  those  truly  discretionary 
programs  or  where  the  discretionary  programs  within  certain  cri- 
teria, the  criteria  including  need,  it  tended  to  weight  it  toward  the 
larger  urban  areas.  In  my  opinion,  if  discretionary  funding  went  to 
the  larger  areas  primarily,  I  don't  think  it  was  an  effective  use  or 
fair  use  of  that  discretion,  and  I  would  question  that  discretionary 
use. 

As  far  as  the  Senator's  point  about  the  cross-Department  coordi- 
nation, that  is  precisely  what  the  Community  Enterprise  Board, 
headed  by  the  Vice  President,  is  supposed  to  do.  We  talk  about 
breaking  down  the  silos  and  breaking  down  the  categories,  either 
programmatic  silos  within  a  Department  or  breaking  down  the  fire- 
walls between  the  Departments,  so  a  jurisdiction  can  come  with 
one  plan  and  the  Federal  Government,  as  one  entity,  can  respond. 
That's  what  empowerment  zones  do.  We  get  one  plan  from  the  lo- 
cality, the  Feds  will  coordinate  itself,  if  possible,  and  respond  with 
one  voice. 

The  Community  Enterprise  Board  says,  let's  take  that  concept 
and  expand  it  so  that  if  there  is  the  need  to  respond  to  a  jurisdic- 
tion with  one  voice,  the  Vice  President  can  marshall  and  coordinate 
HUD,  HHS,  Labor,  and  Justice  to  come  up  with  a  comprehensive, 
holistic,  and  united  front. 

Mr.  Shuldiner.  Quickly,  on  the  lead,  in  public  housing  we  don't 
get  a  share  of  the  $100  million  or  the  $150  million.  Basically,  we're 
doing  our  lead  abatement  out  of  the  modernization  money  that  we 
have,  and  then  there  was  a  separate  set-aside  for  assessments,  risk 
assessments,  and  testing. 

I  think  you're  correct  in  terms  of  the  importance  of  this.  I  know 
that  many  Authorities  have  come  to  me  and  suggested  that  their 
entire  modernization  allocation  for  the  next  several  years  will  have 
to  be  directed  to  addressing  lead  because  of  the  enormity  of  the 
problem  primarily  in  the  Northeast,  as  you  suggested,  and,  of 
course,  we  have  much  concern  because  this  is  mostly  looking  at 
lead  paint.  We  still  have  lead  in  the  soil  and  lead  in  the  water  to 
deal  with  down  the  road. 

I  think  you  are  correct  in  terms  of  the  priority  that  the  Depart- 
ment needs  to  give  to  the  issue.  Whether  it  needs  particularly  more 
money  this  year  is  hard  to  say  because  that  money  is  primarily 
outside  of  public  housing,  and  so  far  the  legislation  has  not  re- 
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quired  them  to  be  as  compliant  with  the  Codes  as  it  has  in  public 

TTould  also  just  like  to  share  some  examples  where  we  are 
working  with  outside  Departments.  I  think  the  most  visible  one 
will  be  as  part  of  the  Crime  Bill,  working  with  the  Labor  Depart- 
ment and  the  Justice  Department  on  the  youth  employment  skills 
allocation  that  is  $525  million  in  the  House  bill  which  would,  in 
fact  provide  money  for  youth  employment  programs  in  heavy  crime 
neighborhoods,  and  from  our  perspective,  will  be  primarily  in  and 
around  public  housing,  affordable  housing.  . 

We  are  also,  in  our  effort  with  the  Housing  Authority  here  in  the 
District,  appealing  to  other  Departments  to  work  with  us.  We  have 
already  met  with  the  Department  of  Education  to  discuss  what  pro- 
grams they  can  target  in  schools  that  serve  the  young  people  in 

public  housing.  _   ,.    ,  .    ,     f 

I  think  we  are  beginning  to  see  more  and  more  of  this  kind  ot 
inter-Department  approach,  and  it's  very  exciting. 

Senator  Dodd.  I  would  just  mention,  on  the  lead  paint  issue,  by 
the  way,  that  what  you  get  is  a  lot  of  States  mandating  in  this  area 
and  it's  putting  a  tremendous  burden  on  people  within  the  btate. 
So  there  is  a  need  for  some  help  from  the  Federal  Government. 

Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  Senator  Riegle. 

OPENING  STATEMENT  OF  SENATOR  DONALD  W.  RIEGLE,  JR. 

Senator  Riegle.  Thank  you  very  much,  Senator  Sarbanes. 

Let  me  first  ask  unanimous  consent  to  insert  a  statement  in  the 

record  at  this  point.  .„        .  ..  ,        , 

Senator  Sarbanes.  The  statement  will  be  included  in  the  record. 

Senator  Riegle.  Let  me  just  say  I  think  this  is  very  important 
work  we're  all  involved  in  here,  and  I  want  to  thank  the  represent- 
atives of  HUD  who  are  here  today  for  the  effort  that  they  re  giving, 
professionally,  to  all  of  these  questions. 

This  is  a  difficult  Department  that  has  had  problems  over  the 
years  and  to  sort  them  out  and  make  progress  is  a  real  test  ot 
leadership  and  vision,  and  I  think  you're  making  good  progress. 

There  are  a  couple  of  areas  that  I  want  to  raise  today,  but  1  want 
to  say  at  the  outset  how  much  I  appreciate,  Senator  Sarbanes,  your 
leadership  in  the  housing  area  on  this  Committee.  It  has  really 
been  invaluable  to  the  Committee's  work.  Already  this  year,  the 
HUD  Demonstration  Act  and  the  Multifamily  Housing  Property 
Disposition  Act  have  been  guided  through  by  your  efforts  and  lead- 
ership and  done  quickly  and  done  well.  That's  your  hallmark  here, 
as  everyone  knows,  but  it's  much  appreciated  by  the  Committee 
and  by  me  as  Chairman. 

I  think,  looking  ahead  as  we  go  through  some  of  these  other  tran- 
sition issues  here  and  as  we  work  these  programs  and  try  to  get 
more  real  result  for  every  dollar  spent,  it's  so  important  that  we 
have  this  kind  of  good,  close,  connected  relationship  and  that  were 
able  to  sort  these  questions  out. 

In  that  regard,  I  think  the  Senate  owes  you  a  great  debt  for  your 
work  This  is  the  kind  of  work  that  doesn't  necessarily  generate  a 
lot  of  public  attention,  but,  nevertheless,  is  vitally  important  to  the 
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country.  There  are  billions  of  dollars  at  stake  and  the  well-being 
of  people's  lives.  I  appreciate  that  and  commend  you  for  that  work. 

Senator  SARBANES.  I  thank  the  Chairman  for  his  generous  re- 
marks. 

Senator  Riegle.  Let  me  just  also  say  that  a  top  priority  of  this 
Committee  is,  and  it's  going  to  continue  to  be,  the  HOME  Invest- 
ment Partnerships.  As  you  know,  that's  something  that  we've 
worked  on  over  a  long  period  of  time  here,  and  there  is  concern, 
I  have  it,  and  it's  generally  shared  on  the  Committee,  about  the 
proposal  by  the  Administration  for  a  22  percent  reduction  as  part 
of  the  fiscal  year  1995  budget. 

Now,  as  I've  listened  to  the  arguments,  the  Secretary  has  stated 
that  the  spending  cut  was  attributable  to  HOME  spend-out  rates 
which  are  slower  than  desired.  However,  it's  my  understanding 
that  these  spend-out  rates  were  calculated  without  taking  into  con- 
sideration the  impact  of  the  1992  legislative  amendments  and  re- 
cent regulatory  changes  that  were  designed,  really,  to  facilitate  the 
implementation. 

It  seems  to  me  that  if  we  were  to  take  that  into  account  and  ad- 
just the  estimates,  that  the  spend-out  rates  would  probably  look 
different,  and  I'm  wondering  how  they,  in  fact,  compare,  say,  to 
CDBG. 

Let  me  tell  you  why  it's  relevant  in  Michigan,  and  I  know  the 
same  must  be  true  in  Maryland  and  other  States,  and  that  is  that 
there  are  several  localities  in  Michigan,  one  Grand  Rapids  and  an- 
other Pontiac,  that  are  badly  in  need  of  this  kind  of  programmatic 
help.  They  could  end  up  losing  an  important  part  of  their  HOME 
money  because  HUD  has  not  given  clear  guidance,  and,  until  re- 
cently, a  workable  definition  of  a  HOME  "commitment"  was  not 
adequate  to  enable  them  to  do  that.  I  don't  want  to  see  the  clock 
run  out  here  and  see  those  resources,  in  effect,  lapse  or  be  with- 
drawn at  a  time  when  the  needs  are  very  severe. 

I'm  just  wondering  what  steps,  and  let  me  address  it  to  you,  Mr. 
Cuomo,  I'm  wondering  what  steps  the  Administration  can  take  to 
try  to  deal  with  this  problem  and  prevent  communities  from  losing 
this  money  that  was  intended  for  them  to  have. 

Mr.  Cuomo.  Thank  you,  Senator.  A  couple  of  quick  points. 

First,  on  the  numbers  on  the  HOME  spend-out  rate  that  you  re- 
ferred to,  there  is  a  certain  lack  of  clarity  because  different  terms 
are  used  and  terms  were  redefined  recently,  this  so-called  commit- 
ment term. 

On  the  expenditure  rate,  there  are  two  terms  that  are  used,  the 
amount  committed  and  the  amount  expended.  On  the  amount  ex- 
pended, which  is  easier  to  define,  and  that  has  not  changed,  35  per- 
cent of  the  1992  money  has  been  expended,  and  4  percent  of  the 
1993  money  has  been  expended. 

If  you  ask  how  the  HOME  program  expends  compared  to  CDBG 
and  homeless,  for  example,  I  can  get  the  specific  numbers,  but  my 
guess,  off  the  top  of  my  head,  is  that  it  expends  slower  than  the 
CDBG  and  homeless. 

Having  said  that,  I'm  not  sure  it's  a  fair  comparison  as  CDBG 
and  homeless  have  been  in  operation  for  a  longer  period  of  time 
than  HOME.  So,  you're  taking  a  start-up  program  and  you're  com- 
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paring  it  to  existing  programs.  CDBG  has  been  in  existence  for  20 
years. 

But  if  you  were  asking  what  is  the  faster  way  to  get  out  money, 
the  HOME  program  probably  does  not  expend  as  quickly  as  do  the 
other  programs.  It  would  not  be,  at  this  moment,  the  fastest  way 
to  expend  the  funding. 

As  far  as  your  concern  about  the  cut  in  HOME,  I  believe  the  Sec- 
retary said  we're  all  ears,  and,  obviously,  we  want  to  be  attentive 
and  responsive  to  this  Committee.  The  decisions,  as  you  know, 
were  very  tough  decisions,  and  it  wasn't  as  much  a  decision  of 
where  to  cut  as  to  where  to  increase. 

I  believe,  and  I  don't  know  how  familiar  the  Committee  is  with 
this,  but  what  we've  done  with  the  HOME  program  is,  while  there 
was  a  cut  of  the  funding  in  contemplation  of  doing  additional  work 
on  the  expenditure  rate,  but  also  realizing  that  we  want  to  move 
money  as  quickly  as  possible  because  we  want  to  make  a  difference 
as  quickly  as  possible,  what  we  have  said  is  yes,  there  is  a  cut  to 
HOME,  but  there  is  also  an  addition  to  the  HOME  program  which 
would  allow  a  jurisdiction,  and  it's  called  108  for  the  HOME  pro- 
gram, it  would  allow  a  jurisdiction  to  take  a  loan  of  up  to  5  times 
its  HOME  amount. 

If  you  have  a  jurisdiction  that  is  spending  rapidly,  that  is  using 
the  money,  that  has  learned  the  program,  and  that  is  gung-ho, 
then  let  tnem  take  a  loan  and  the  Federal  Government  will  guar- 
antee it  to  5  times  their  HOME  amount.  So,  for  those  jurisdictions 
that  are  spending  efficiently  and  are  spending  effectively,  there 
wouldn't  be  any  lag.  As  a  matter  of  fact,  they  could  get  5  times 
more  money  than  they  would  get  if  we  had  fully  funded  the  pro- 
gram. 

For  those  jurisdictions  that  are  not  getting  up  to  speed,  we 
wouldn't  be  losing  the  money  or  not  using  the  money  as  effectively 
as  possible. 

So,  yes,  there  was  a  cut  to  this  year's  expenditure  of  HOME. 
There  was  also  the  addition  of  the  loan  program,  which  I  could 
argue  more  than  made  up  for  the  20  percent  cut  because,  in  es- 
sence, it  could  be  interpreted  as  a  5-fold  increase. 

Senator  Sarbanes.  Can  I  interject  at  that  point? 

Senator  Riegle.  Go  ahead. 

Senator  Sarbanes.  The  rationale  here  when  we  did  the  HOME 
program,  as  a  consequence  of  the  recommendations  of  Jim  Rouse 
and  David  Maxwell  and  their  task  force,  was  that  it  would  con- 
stitute an  important  leveraging  impact  by  the  Federal  Government 
to  draw  in  State  and  local  resources  and  private  sector  resources, 
especially  from  the  nonprofit  housing  sector. 

That's  all  designed,  in  effect,  to  be  a  catalyst,  a  Federal  catalyst, 
and  what's  happening  is  that  the  reduction  in  the  requested  money 
is  being  perceived,  unfortunately,  as  a  diminishing  of  the  Federal 
commitment. 

The  argument  is  being  made  that  they  can't  move  this  program 
as  quickly,  but,  of  course,  as  you  point  out,  the  program  is  just  get- 
ting started.  The  changes  that  we  made  in  1992,  and  indeed  some 
of  the  changes  that  were  in  this  legislation  that  the  Chairman  re- 
ferred to,  were  just  enacted  and  were  designed  to  help  address 
that. 
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You've  changed  your  commitment  standard,  as  I  understand  it. 
You're  only  doing  it  if  they're  up  against  losing  their  money.  It 
seems  to  me  that  the  change  in  the  commitment  standard  in  the 
regulation  ought  to  be  generally  applicable,  otherwise  you're  re- 
flecting figures  that  don't  completely  reflect  the  reality. 

The  Missouri  people  were  in  here  the  other  day  and  they  said 
they  had  committed  a  hundred  percent  of  their  HOME  money 
under  the  new  definition.  If  you  use  the  old  definition,  they've  com- 
mitted about  60  percent.  Of  course,  they're  doing  a  very  good  job, 
and  Chicago  made  much  the  same  point  to  us. 

If,  in  fact,  you  put  through  a  rule  that  went  through  the  public 
review  process,  which  was  on  the  premise  that  the  definition  of  the 
commitment  ought  to  change,  why  shouldn't  that  rule  be  generally 
applicable  rather  than  applicable  only  in  the  instance  in  which  the 
community  is  about  to  lose  its  HOME  funds  when  it's  up  against 
the  2-year  limit. 

Then  you  come  in  and  you  say,  all  right,  we'll  define  the  commit- 
ment differently.  It  seems  to  me  that  that  definition  ought  to  apply 
generally  speaking,  and  the  State  and  localities,  the  recipients,  feel 
certain  that  that  should  be  the  case.  I  assume  it  would  address  the 
particular  problems  which  Chairman  Riegle  made  reference  to. 

Senator  RiEGLE.  Just  to  follow  on  with  that,  and  I'm  not  sure 
that  our  orientation  is  different,  but  I  want  to  make  sure  that  we 
achieve  some  meeting  of  the  minds  here.  This  is  a  difference  with 
a  start-up  program  as  opposed  to  an  established  program  where 
the  mechanisms  are  in  place  and  the  money  can  flow  much  more 
readily.  Part  of  the  challenge  here  is  to  figure  out  how  to  get  a 
start-up  program  up  and  going  and  really  meet  the  objectives  that 
Congress  has  set  in  this  area. 

We  were  very  explicit  about  the  HOME  program  because  we 
reached  a  judgment  that  this  was  something  we  wanted  to  do.  We 
want  to  get  it  done,  and  we  want  to  get  it  up  to  the  levels  that 
we're  talking  about.  I  don't  want  any  money  shifted  either  because 
there  is  a  different  priority  within  the  Department  or  it's  easier  to 
put  the  money  in  an  established  program  rather  than  a  new  pro- 
gram. 

The  challenge  here,  once  we've  laid  out  the  markers,  is  to  get  to 
the  markers.  I  feel  very  strongly  about  it,  and  I  know  we  spent 
countless  hours  on  the  Committee,  not  just  Senator  Sarbanes  and 
I,  but  our  colleagues  on  both  sides  of  the  aisle,  to  really  structure 
the  kind  of  bipartisan  support  that  was  needed  to  put  support 
under  the  whole  HUD  effort  generally. 

It's  very  important  that  we  get  good,  solid  follow-through  here. 
The  last  thing  in  the  world  I  want  to  see  is  a  community  that  got 
one  signal  and  is  attempting  to  respond  to  that  finding  that  they 
can't  quite  get  there  or  the  money  is  not  going  to  be  there  for  what- 
ever the  reason. 

I  would  like  to  get  the  commitment  issue  and  these  spend-out 
rates  nailed  down,  and  I  would  like  to  ask  you  to  work,  if  you 
would,  with  my  staff  on  that  right  away  so  that  we  can  address 
those  issues,  isolate  them,  and  work  them  out  to  make  sure  that 
we're  really  on  the  same  wavelength  in  terms  of  getting  this  done. 

I'm  impressed  by  the  issue.  When  you  figure  $134,000  for  Grand 
Rapids  and  $94,000  for  Pontiac,  these  sound  like  rather  modest  fig- 
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ures  when  we're  looking  at  the  huge  numbers  in  the  Federal  budg- 
et, but  the  amount  of  effort,  leadership,  and  need  at  the  local  level 
that  is  connected  to  these  sums  of  money  is  really  why  we  decided 
to  move  in  this  policy  direction. 

I  don't  say  all  that  to  assume  that  you  feel  differently  than  we 
do,  I  want  to  say  that  again,  but  I  want  to  make  sure  that  we're 
really  lined  up  here  and  that  we're  getting  this  done. 

It's  very  easy  for  a  new  program  not  to  get  off  the  ground  prop- 
erly because  of  all  of  the  inherent  difficulties  of  doing  it,  and  we 
want  to  get  it  up  and  airborne.  I  don't  want  to  see  the  budget  cuts 
fall  in  that  area.  I  want  to  see  us  smart  enough,  adept  enough,  and 
adroit  enough  to  figure  out  how  to  get  it  done. 

I  think  that's  all  from  me  right  now,  Mr.  Chairman. 

Senator  Sarbanes.  Thank  you  very  much. 

Well,  obviously,  we  could  keep  this  panel  here  all  day,  and  we 
don't  intend  to  do  that.  I  think,  actually,  the  Chairman  made  the 
point  right  at  the  end.  We,  obviously,  are  going  to  be  in  a  close 
working  relationship  with  each  of  you  as  we  move  ahead  in  fram- 
ing this  major  reauthorization  legislation. 

We  appreciate  the  obvious  careful  thought  and  effort  that  went 
into  the  prepared  statements  and  also  the  oral  testimony  this 
morning,  and  we  look  forward,  obviously,  to  working  closely  with 
you  in  the  coming  weeks. 

Thank  you  very  much. 

If  the  other  panel  would  now  come  forward  and  take  their  places, 
well  move  on  with  the  balance  of  the  hearing. 

The  hearing  will  come  back  to  order  and  resume. 

I  appreciate  the  patience  of  our  panel  for  staying  with  us  here 
through  this  morning.  We  have  four  of  the  top  housing  profes- 
sionals in  the  country  here  with  us.  Each  has  appeared  before  this 
Subcommittee  in  the  past  and  brings  years  of  experience  in  work- 
ing with  HUD  to  deliver  the  Nation's  housing  programs,  and  we're 
anxious  to  get  the  benefit  of  your  comments  on  how  we  can  work 
together  to  help  HUD  better  do  its  mission. 

We're  very  positive  oriented.  I  mean,  we  want  to  keep  this  thing 
moving.  We  think  we've  got  some  good  people  at  HUD,  and  if 
they're  running  into  problems  we  want  to  try  to  eliminate  those 
problems.  We  want  to  hear  from  you  on  things  that  you  think  can 
be  done  to  keep  this  momentum  going  and  to  increase  it. 

We've  got  Richard  Gentry,  the  executive  director  of  the  Richmond 
Redevelopment  and  Housing  Authority;  Diane  Voneida,  the  com- 
munity development  director  for  the  city  of  Rockford,  Illinois,  it's 
nice  to  have  you  back  with  us;  Marvin  Siflinger,  the  executive  di- 
rector of  the  Massachusetts  Housing  Finance  Agency,  to  whom  ref- 
erence was  made  in  the  previous  testimony;  and  Austin  Fitts,  an 
old  friend  and  an  effective  HUD  executive  in  her  time,  who  is  now 
a  principal  in  The  Hamilton  Securities  Group. 

Why  don't  I  start  here  and  go  in  that  direction  this  time. 

Ms.  Fitts.  Ladies  first,  Senator? 

[Laughter.] 

Senator  Sarbanes.  Well,  it  just  happened  to  turn  out  that  way 
as  well. 
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STATEMENT  OF  C.  AUSTIN  FITTS,  PRINCIPAL,  THE  HAMILTON 
SECURITIES  GROUP,  INC.,  WASHINGTON,  DC 

Ms.  FlTTS.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you  again  for  the  opportunity  to  testify  this 
morning  on  HUD  management  issues.  My  name  is  Austin  Fitts, 
and  I'm  a  principal  of  The  Hamilton  Securities  Group.  As  the 
Chairman  so  kindly  mentioned,  my  knowledge  of  this  area  is  based 
on  the  fact  that  I  had  the  opportunity  to  serve  as  the  Assistant  Sec- 
retary of  Housing  and  FHA  Commissioner  from  1989  to  1990. 

Before  making  a  brief  statement,  and  I  have  written  testimony 
for  the  record,  I  would  just  like  to  make  two  points.  The  first  is 
that  my  work  subsequent  to  leaving  the  Department  in  1990  has 
focused  primarily  on  the  commercial  and  multifamilv  real  estate 
markets.  So  I  am  more  familiar  with  certain  FHA  markets,  particu- 
larly its  multifamily  one,  than  the  others. 

Trie  second  is  that  Hamilton  Securities  serves  the  Department  as 
loan  sale  adviser  on  its  proposed  mortgage  loan  sale  program,  and 
I  want  to  reiterate  for  the  Committee,  Mr.  Chairman,  that  I'm  not 
here  in  that  capacity,  but  as  a  member  of  the  private  sector. 

Let  me  make  one  brief  statement  on  HUD  management  issues. 
I  would  really  like  to  focus  on  providing  for  you,  based  on  my  years 
at  HUD,  a  strategic  framework  to  look  at  what  is  describee!  in  As- 
sistant Secretary  Retsinas'  last  paragraph  in  his  testimony,  and  let 
me  just  quote  from  that,  if  I  may. 

He  describes  a  process  by  which,  over  the  next  year,  he  hopes  to 
go  around  the  country  and  talk  to  those  people  involved  in  the  FHA 
process  and  return  to  this  Committee  with  a  charter  for  FHA,  one 
that  reaffirms  its  mission,  but  addresses,  among  other  things,  those 
organizational  issues  that  it  needs  to  deliver  that  mission. 

So,  what  I  thought  I  would  do  today  is  give  you  what  I  think  are 
three  overarching  themes  to  think  about  when  that  proposal  does 
come  back  from  the  Assistant  Secretary  and  the  Secretary. 

The  first  is  that,  in  my  opinion,  the  current  FHA  organizational 
structure  is  unworkable.  If  you  look  at  FHA,  it  is  asked  by  Con- 
gress to  implement  certain  Federal  housing  policies.  In  the  broad- 
est sense,  its  structure  is  not  compatible  with  doing  that  at  this 
point. 

I  believe  that  Congress  has  two  options  and  FHA  has  two  op- 
tions. It  can  either  alter  its  structure  to  serve  the  current  Federal 
housing  policies  that  it's  responsible  for,  or  it  can  readapt  its  mis- 
sion to  be  one  that  is  compatible  with  its  current  structure. 

I  do  not  think,  given  the  size  of  its  portfolio,  $350  billion  to  $400 
billion  of  contingent  liability,  that  it  is  prudent  to  not  address  that 
issue  because  the  cost  of  not  having  a  workable  structure  in  that 
kind  of  financial  environment,  as  we  have  seen  in  the  last  5  years, 
can  be  expensive. 

The  second  point  I  would  like  to  make  is  that  what  has  happened 
to  FHA  is  not  in  any  respect  unique  to  FHA  or  HUD.  Over  the  last 
decade  this  country  has  grappled  with  the  fact  that  although  it  has 
had  an  extremely  successful  record  of  providing  Federal  credit  to 
financial  institutions  in  this  country  or  to  the  capital  markets, 
whether  it's  through  the  FDIC  depository  system,  whether  it's 
through  the  GSE's,  or  whether  it's  through  Federal  credit  programs 
like  FHA  or  direct  loan  programs,  that  as  the  private  financial 
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markets  continue  to  evolve  very  rapidly  into  global  markets  that 
move  very  quickly,  that  our  public/private  partnership  in  the  finan- 
cial area  needs  to  change. 

The  most  notable  example  we  had  of  that  in  the  last  decade  is 
the  S&L  crisis,  which  was,  at  the  time,  part  of  the  depository  sys- 
tem, but  I  think  FHA  is  another  example  of  how  you  readapt  that 
kind  of  public/private  partnership  in  the  credit  area  to  very  dif- 
ferent markets  than  we  had  when  the  first  FHA  programs  were  de- 
signed. 

I  would  like  to  note  in  this  area  that  oddly  enough  FHA  is  very 
well  positioned  to  readapt.  There  has  been  a  tremendous  amount 
of  internal  work.  I  think  Assistant  Secretary  Retsinas  described 
some  that  would  put  FHA  in  the  position  to  do  a  great  deal. 

The  third  point  I  would  like  to  make  is  that  I  do  not  think  the 
opportunity  to  readapt  the  organizational  structure  at  FHA  will  be 
an  opportunity  that  will  be  long  lasting.  The  current  Administra- 
tion has  been  extremely  successful  in  attracting  a  team  of  people 
who  have  had  decades  of  experience  in  State  and  local  government 
and  the  private  sector  to  HUD  and  FHA. 

That  has  had  a  noticeable  improvement  on  morale  in  the  agency 
and  initially  in  the  industry,  but  I  believe  that  the  perception  in 
the  industry,  and  rightly  so,  is  that  if  the  Congress  will  not  support 
this  team  in  making  the  necessary  changes,  that  the  chances  of  a 
reinvigorated  FHA  will  diminish  substantially. 

Finally,  in  closing,  let  me  say  again  that  I  very  much  appreciate 
the  opportunity  to  join  you  today  and  I  thank  you,  in  particular, 
for  focusing  on  management  issues,  which,  although  they  seem  at 
times  not  so  important,  have  a  very  important  effect  on  the  actual 
Federal  housing  policies  as  we  really  feel  them  in  the  private  sector 
in  the  U.S.  mortgage  markets. 

So,  Mr.  Chairman,  I  commend  you  for  your  willingness  to  take 
on  this  subject,  and  I  look  forward  to  responding  to  any  questions 
that  you  or  the  other  Members  may  have. 

Thank  you  very  much. 

Senator  Sarbanes.  Thank  you  very  much  for  some  very  helpful 
testimony. 

Mr.  Siflinger. 

STATEMENT  OF  MARVIN  SIFLINGER,  EXECUTIVE  DIRECTOR, 
MASSACHUSETTS  HOUSING  FINANCE  AGENCY,  ON  BEHALF 
OF  THE  NATIONAL  COUNCIL  OF  STATE  HOUSING  AGENCIES, 
BOSTON,  MA 

Mr.  Siflinger.  Mr.  Chairman,  I'm  delighted  to  be  here.  I  rep- 
resent the  National  Council  of  State  Housing  Agencies  and  the 
Massachusetts  Housing  Finance  Agency,  but  if  I  make  a  contribu- 
tion to  the  discussion  this  morning,  it's  probably  because  of  my  25 
years  of  experience  at  HUD,  beginning  at  the  entry  level  and  mov- 
ing through  the  ranks,  particularly  in  my  capacity  at  one  time  of 
HUD's  Regional  Administrator  for  Housing  Management  in  the 
Boston  area,  and  leaving  HUD  in  1983  as  the  Director  of  the  Bos- 
ton office  which  covered  five  New  England  States. 

Since  that  time  I've  been  the  director  of  the  Massachusetts  Hous- 
ing Finance  Agency.  I  would  particularly  like  to  focus  my  com- 
ments on  the  issue  of  portfolio  management  because  that  is 
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Senator  Sarbanes.  We  will  include  the  full  statement  in  the 
record  and,  obviously,  work  carefully  through  it,  and  I  think  it 
would  be  helpful  if  you  summarized  and,  in  effect,  focused  on  the 
particular  points  that  you  think  are  most  important. 

Mr.  Siflinger.  Exactly,  and  that  is  my  intention. 

First,  I  would  like  to  reinforce  the  point  that  you  and  the  other 
Senators  have  made  previously.  We  have  been  struck  by  the 
progress  that  has  already  been  made  by  the  Secretary  and  his 
team. 

We  most  closely  work  with  Assistant  Secretary  Retsinas,  who  has 
in  a  very,  very  short  period  of  time,  already  put  into  place  pro- 
grams that  represent  significant  progress,  which  he  has  mentioned. 

The  risk-sharing  program,  we  believe,  will  be  a  fabulous  pro- 
gram. The  HUD  demonstration  disposition  program,  which  was  au- 
thorized by  the  Congress  in  1987,  is  finally  getting  underway  now, 
and  we  just  signed  an  agreement  with  them.  In  discussions  with 
us  you  asked  us  for  a  snapshot,  where  is  HUD  now,  what  are  the 
issues  that  it  faces. 

I  would  say  that  we've  been  engaging  in  discussions  with  the 
HUD  staff  since  they  came  in,  and  what  I'm  going  to  share  with 
you  is  what  we've  shared  with  the  HUD  staff,  and  I  will  tell  you 
that,  although  our  comments  have  been  direct  and  in  some  cases 
very  blunt  and  very  critical,  there  has  been  a  fabulous  receptivity 
on  the  part  of,  particularly,  Assistant  Secretary  Retsinas  and  his 
staff  to  these  kinds  of  criticisms. 

First,  we  believe  that  there  are  three  keys  to  successful  portfolio 
management,  sufficient  staffing,  effective  risk  management,  and  a 
comprehensive  approach  to  addressing  project  needs.  I  regret  to  say 
that  HUD  falls  short  right  now  on  all  three  areas. 

In  the  area  of  loan  servicing,  and  the  Boston  office  of  HUD  is 
rather  typical  of  all  of  the  other  offices,  there  is  a  workload  to  staff- 
ing ratio  of  one  loan  servicer  for  every  80  projects.  In  our  agency 
and  in  many  other  housing  finance  agencies'  staffing  to  workload 
ratios,  we  have  one  loan  servicer  to  16  projects. 

Now,  how  in  the  world  can  HUD  staff  effectively  provide  asset 
management  when  they  are  overwhelmed  with  this  kind  of  work- 
load, and  they  obviously  can't  do  it?  They  cannot  do  an  effective  job 
with  these  kinds  of  staffing  constraints. 

Second,  the  HUD  tools  that  are  in  place  are  insufficient.  HUD  fo- 
cuses on  a  review  of  property  management,  the  physical  plant. 
They  do  not  focus  on  the  financial  aspects  of  a  project.  They  don't, 
as  a  matter  of  routine,  try  to  anticipate  problems.  They  don't  have 
what  many  of  us  called  a  comprehensive  risk  analysis  in  which 
there  is  routine  comprehensive  oversight  of  the  multifamily  port- 
folio and  an  identification  of  problems  early  on  so  that  you  can  de- 
velop solutions  to  the  problem.  It  just  doesn't  happen  within  HUD 
at  this  point  in  time. 

Third,  HUD  does  not  move  aggressively  to  remove  property  man- 
agers that  are  not  doing  an  effective  job.  When  people  aren't  doing 
a  good  job,  they  ought  to  be  thrown  out,  no  question  about  it.  In 
the  culture  of  HUD,  which  we  believe  is  changing,  there  is  an  ac- 
ceptance of  mediocrity  and  poor  performance,  and  that  should  not 
occur. 
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Fourth,  and  this  has  been  going  on  since  the  time  I've  been  at 
HUD,  and  I  believe  it  also  must  change,  HUD  will  foreclose  on 
projects  when  debt  service  payments  are  not  made,  and  this  is  as- 
tounding, but  they  will  not,  as  a  matter  of  routine,  foreclose  on 
projects  and  project  owners  when  they're  doing  a  poor  job  in  main- 
taining the  physical  plant. 

So,  you  have  too  many  instances  of  debt  service  being  paid,  but 
the  project,  the  development,  looks  like  hell,  and,  obviously,  the 
residents  are  suffering.  The  development  represents  a  blight  on  the 
neighborhood  and  it's  a  serious  issue,  and  there  are  a  number  of 
examples. 

Senator  Sarbanes.  They're  meeting  the  debt  service  by  consum- 
ing the  capital  of  the  project  by  letting  it  deteriorate.  That's  what 
these  poor  managers  are  doing. 

Mr.  Siflenger.  That's  exactly  right,  and  that's  the  point.  There 
must  be  a  change  in  HUD  to  address  this  issue  and  to  not  tolerate 
this  level  of  poor  performance. 

The  last  point  I  would  make  is  perhaps  the  most  significant  point 
I  would  make,  and  it  really  represents  the  lessons  that  I've  learned 
since  I  left  HUD. 

First,  portfolio  management  is  not  only  the  issue  of  addressing 
the  physical  plant.  We've  learned  and  we've  been  very  heavily  in- 
volved in  rehabilitating  HUD  distressed  multifamily  projects  in 
Boston  since  1984. 

When  we  met  with  the  residents,  they  said  to  us  as  we  were  be- 
ginning an  extensive  rehabilitation  program  in  1984,  they  said  to 
us  in  the  clearest  language,  are  you  nuts?  You're  going  to  pour  a 
hundred  million  dollars  of  new  money  into  these  projects  when 
we're  infested  with  drug  dealers  and  criminals,  and  they  were  obvi- 
ously right.  You  can't  do  that.  So,  the  first  thing  you've  got  to  do 
is  you've  got  to  secure  the  buildings.  You  have  to  make  sure  that 
people  can  live  in  decent  housing  and  they  don't  have  to  fear  those 
drug  dealers. 

Second,  the  other  issue  that  we've  learned  is  that  you've  got  to 
work  with  young  people,  and,  as  part  of  HUD's  portfolio  manage- 
ment, they  ought  to  bring  into  place  youth  programs.  Now,  we  did 
that,  but  after  making  a  lot  of  mistakes  we  finally  realized  that  the 
best  way  to  do  it  is  to  go  out  on  site,  get  the  good  project  managers 
who  are  working  out  mere,  the  good  residents  who  are  there  and 
ask  them  to  develop  the  kind  of  youth  programs  that  will  address 
the  issues  of  the  teenagers  and  the  other  young  people.  They  were 
asked  to  develop  youth  programs  that  focus  on  education,  training, 
and  even  starting  businesses. 

We  have  examples  of  young  people  in  a  number  of  our  develop- 
ments who,  with  the  help  of  property  managers,  are  beginning 
businesses,  a  restaurant  business,  another  business  that's  called 
"Fe  Plus  Male"  because  it's  predominantly  women,  females  who 
started  a  business  in  rehabilitation. 

And,  do  you  know  what  else  we've  learned,  Senator?  We've 
learned  that  when  the  young  people  are  involved  you  don't  have 
problems  of  graffiti,  because  if  one  thinks  that  the  caning  that's 
going  on  in  Singapore  is  barbarous,  then  think  what  would  happen 
if,  in  one  of  these  developments  in  which  the  young  people  are  in- 
volved in  fixing  up  the  units,  somebody  else  comes  along  and  tries 
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to  put  graffiti  on  the  walls.  It  just  doesn't  happen.  There  is  owner- 
ship and  there  is  commitment. 

Those  are,  at  least  in  my  view,  the  essential  elements  that  must 
be  developed  in  a  comprehensive  portfolio  management  program. 
We've  had  these  discussions  with  HUD,  and  we're  optimistic  that 
they  will  continue  to  make  progress  in  this  area  and  put  these  pro- 
grams into  place.  These  are  the  elements  we've  learned,  and  par- 
ticularly that  I've  learned,  over  the  last  10  years  with  the  Massa- 
chusetts Housing  Finance  Agency. 

Given  that  my  time  is  up,  I  would  say,  in  closing,  that  we  have 
put  these  programs  in  place  in  a  multifamily  portfolio  of  over 
51,000  units  with  a  heavy  focus  of  units  in  our  older  cities  of  Bos- 
ton, Chelse,  Lawrence,  and  Worster  and  other  older  urban  areas 
that  exhibit  these  kinds  of  problems.  Standard  &  Poors  has  advised 
us  that  the  agency  is  a  top-tier  agency,  but  first  and  foremost  be- 
cause of  the  way  it  manages  its  portfolio.  We're  proud  of  that  and 
we  think  that  HUD  is  willing  to  adopt  these  methods  that  we've 
learned  through  the  trial  and  error  method. 

I  have  other  points  that  I've  made  that  I  believe  are  important 
in  other  areas  that  you've  asked  us  to  address,  but  since  I'm  out 
of  time  I'll  just  leave  it  there. 

Senator  Sarbanes.  A  very  good  and  very  helpful  statement. 

Ms.  Voneida. 

STATEMENT  OF  DIANE  VONEIDA,  COMMUNITY  DEVELOPMENT 
DIRECTOR,  CITY  OF  ROCKFORD,  ON  BEHALF  OF  THE  NA- 
TIONAL COMMUNITY  DEVELOPMENT  ASSOCIATION,  ROCK- 
FORD,  IL 

Ms.  Voneida.  Mr.  Chairman,  I'm  Diane  Voneida,  community  de- 
velopment director  for  the  city  of  Rockford,  Illinois,  and  a  member 
of  the  National  Community  Development  Association  Board  of  Di- 
rectors as  well  as  Chair  of  the  HOME  Subcommittee. 

I'm  pleased  to  have  this  opportunity  to  provide  my  viewpoint  and 
recommendations  to  the  Subcommittee  on  behalf  of  my  own  city 
and  the  members  of  the  National  Community  Development  Asso- 
ciation relative  to  actions  HUD  had  taken  to  reform  the  Depart- 
ment's management.  We  recognized  that  this  is  an  unprecedented 
move  on  the  part  of  the  Subcommittee,  and,  therefore,  I'm  espe- 
cially pleased  that  you've  asked  me.  We  wholeheartedly  support 
this  effort  to  assess  HUD's  performance  from  the  point  of  view  of 
the  consumer. 

Let  me  begin  with  some  comments  about  the  HOME  Investment 
Partnerships  program.  As  you  know,  the  National  Community  De- 
velopment Association  represents  hundreds  of  communities  that 
strongly  supported  the  enactment  of  the  Cranston-Gonzalez  Na- 
tional Affordable  Housing  Act  of  1990  which  brought  us  the  HOME 
program,  and  we  continue  to  stand  behind  the  HOME  program  as 
a  key  to  addressing  our  Nation's  growing  housing  crisis. 

Nearly  3Vfe  years  after  the  passage  of  the  Act  of  1990,  the  HOME 
program  is  actively  working  in  communities  throughout  the  coun- 
try. For  instance,  consistent  with  the  primary  intent  of  the  pro- 
gram, which  is  expanding  the  supply  of  affordable  housing,  60  per- 
cent of  the  HOME  funds  are  currently  being  used  for  rental  hous- 
ing projects.  According  to  HUD,  at  the  end  of  March   1994  the 
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HOME  program  had  assisted  approximately  66,834  units  and  over 
$1.1  billion  of  HOME  funds  have  been  committed  for  housing, 
leveraging  over  $2.7  billion  in  additional  housing  funds. 

In  addition,  HOME  has  far  exceeded  the  income  benefit  targeting 
guidelines  laid  out  by  Congress  in  the  original  legislation.  Accord- 
ing to  a  statistical  analysis  of  the  HOME  program  issued  by  HUD 
in  February,  over  43  percent  of  the  HOME  funds  expended  have 
gone  to  serve  those  persons  at  or  below  30  percent  of  the  area  me- 
dian. 

I  would  like  to  reiterate  some  of  the  issues  raised  by  fellow 
NCDA  members  earlier  this  week  regarding  HUD's  continued  use 
of  the  old  definition  of  commitment.  Although  we  commend  HUD 
for  revising 

Senator  Sarbanes.  Mr.  Siflinger  has  a  strong  section  in  his 
statement  on  this  issue  as  well. 

Ms.  Voneida.  It's  very  important  to  our  communities  if  we're 
going  to  continue  to  provide  affordable  housing  and  use  the  HOME 
program  effectively. 

We  commend  them  for  revising  the  definition  of  commitment  for 
the  HOME  program  in  the  recent  interim  rule  to  allow  funds  to  be 
committed  in  a  more  reasonable  and  equitable  fashion.  We're  ex- 
tremely concerned,  however,  that  the  Department  has  made  no  ef- 
fort at  all  to  alter  the  C/MI  system  to  reflect  this  change. 

Without  that  change,  HUD  will  continue  to  report  HOME  figures 
based  on  the  old  definition  of  commitment  and  will  be  unable  to  re- 
port data  reflecting  commitment  rates  under  the  new  definition.  In 
essence,  that  prevents  the  implementation  of  the  new  definition, 
and  we  think  they  need  to  look  very  carefully  at  that. 

I  would  also  like  to  join  Chairman  Riegle  and,  I  believe,  you,  Mr. 
Chairman,  in  registering  my  alarm  with  the  Administration's  au- 
thorization request  of  $1  billion  for  HOME  in  fiscal  year  1995  and 
1996.  This  represents  over  a  $1  billion  reduction  in  authorization 
for  HOME  from  the  fiscal  year  1992  and  1993  authorization  levels, 
and,  I  think,  sends  the  wrong  message  at  the  wrong  time  regarding 
HOME  as  a  major  producer  of  housing  in  our  Nation's  low-  and 
moderate-income  communities. 

As  you  heard  earlier  in  my  comments,  as  well  as  those  submitted 
by  Marina  Carrott  on  Tuesday,  the  HOME  program  is  providing  af- 
fordable housing  for  thousands  of  individuals  and  families  through- 
out the  Nation.  We  believe  that  such  a  low  authorization  request 
indicates  a  lack  of  commitment  on  the  part  of  the  Administration 
to  both  the  HOME  program  and  affordable  housing  in  general. 
HUD's  first  management  role,  it  seems  to  me,  is  to  adequately  fund 
and  support  its  primary  programs. 

In  a  survey  conducted  by  NCDA  for  its  members  last  year,  the 
question  was  asked  how  can  HUD  administratively  facilitate  the 
commitment  and  expenditure  of  HOME  funds  better.  Let  me  give 
you  some  of  the  suggestions  that  were  included  in  those  survey  re- 
sults: faster  issuance  of  regulations,  guidance  notices,  and  critical 
policy  positions;  better  inter-departmental  coordination;  expedite 
fund  availability  and  standardize  the  date  of  availability;  and  con- 
tinue to  reduce  the  C/MIS  problems. 

Overall,  HUD  has  been  very  responsive  to  the  needs  of  HOME 
program  administrators  in  terms  of  considering  legislative  and  reg- 
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ulatory  changes,  and  in  the  last  year  they  have  instituted  several 
administrative  actions  which  have  proven  useful. 

However,  we're  concerned  about  the  sincerity  with  which  the  De- 
partment is  treating  the  HOME  program.  Both  Secretary  Cisneros 
and  Assistant  Secretary  Cuomo  have  gone  on  record  recently  voic- 
ing their  disappointment  in  the  program,  and  without  the  Depart- 
ment's public  and  rhetorical  support  of  this  program,  legislative, 
regulatory,  or  management  changes  are  not  going  to  be  terribly  sig- 
nificant. 

We  encourage  both  the  Subcommittee  and  HUD  to  truly  join  the 
program  administrators  in  actively  supporting  the  HOME  program, 
publicly  as  well  as  administratively,  in  overall  general  HUD  man- 
agement. 

As  I  mentioned  earlier,  I'm  pleased  to  be  here  to  comment  on 
HUD's  reinvention  efforts  and  other  management  issues.  As  you 
well  know,  the  Department  of  Housing  and  Urban  Development 
has  weathered  some  very  difficult  times  throughout  the  1980's,  and 
we're  therefore  heartened  with  the  appointment  of  Secretary 
Cisneros  and  the  promise  of  change  and  revitalization. 

I  would  like  to  take  this  opportunity  to  respond  to  HUD's  recent 
statement  that  Congress,  interest  groups,  practitioners,  and  others 
will  need  to  change  the  way  they  do  business.  NCDA  and  its  mem- 
bers support  change  when  change  represents  progress.  It's  change 
for  the  sake  of  change  that  we  do  not  support,  and  we  look  forward 
to  our  role  as  a  partner  in  HUD's  attempt  to  clarify  its  mission  and 
improve  its  service.  However,  we'll  continue  to  use  the  barometer 
of  reality  and  practical  implementation  to  measure  any  and  all  of 
the  new  initiatives. 

While  we  support  some  of  HUD's  new  initiatives  and  programs, 
such  as  the  Economic  Development  Initiative  and  HOME  loan 
guarantee  proposal,  we're  also  cognizant  of  and  sensitive  to  the 
cost-benefit  ratio  of  these  provisions  as  well.  It  will  not  be  possible 
to  pay  for  these  new  programs  and  adequately  fund  the  existing 
formula  programs  which  positively  serve  large  populations  of  low- 
and  moderate-income  people.  We  encourage  the  Department  to 
weigh  carefully  the  funding  and  staff  resources  available  to  accom- 
plish their  ambitious  agenda. 

I  would  like  to  commend  the  Department  for  several  things  and 
then,  if  I  have  time,  mention  a  few  other  areas  where  we  have 
some  concerns. 

Senator  Sarbanes.  Well,  be  mindful  that  we  put  the  whole  state- 
ment in  the  record  and  we  will  work  through  it,  because  we  are  op- 
erating under  some  difficult  time  constraints. 

Ms.  VONEIDA.  I  will  hurry.  I  think  the  positive  points  in  what 
they're  trying  to  do  management-wise,  at  least  for  CPD,  is  elimi- 
nating regional  bureaucracy  and  restructuring  the  field  organiza- 
tions. They  are  also  increasing  their  volume  of  communication  with 
us,  and  that's  very  positive.  They're  emphasizing  entrepreneurial 
programs,  and  I  think  that  they're  finally  joining  us  in  the  field  in 
being  able  to  do  that. 

We  do  have  some  concerns  about  the  staff  reorganization,  and 
that's  the  role  of  the  new  Program  Coordination  Unit  in  the  most 
recent  HUD  Transformation  Report.  I'm  not  quite  sure  what  the 
composition  of  the  Expert  Team  is  that's  proposed  by  HUD  and 
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how  the  Program  Coordination  Unit  will  function  in  coordination 
with  the  Program  Offices.  I  think  we  need  to  take  a  very  close  look 
at  that. 

We  are  sincerely  delighted  with  the  field  offices'  new 
empowerment.  That  has  changed  the  morale,  I  know  in  the  Region 
5  office,  greatly,  in  a  positive  sense,  and  I  think  that  more  of  that 
will  continue.  They've  been  very,  very  helpful. 

I'm  concerned  about  the  reductions  in  staff  that  they're  propos- 
ing, and  I  think  it's  very  important  that  there  be  another  look 
taken  at  that. 

I'm  also  very  concerned  about  the  training  and  technical  assist- 
ance provisions.  There  is  a  lot  of  training  that  HUD  staff  needs, 
and  I  don't  know  that  they  are  exactly  the  ones  to  provide  training 
to  the  grantees.  I  think  they  should  take  a  very  serious  look  at 
that. 

My  final  point,  if  I  could,  is  on  the  Consolidated  Plan.  As  we 
said,  we  believe  in  change,  but  not  for  change's  sake.  I  think  the 
idea  is  excellent.  For  a  city  like  Rockford,  which  is  an  early  grant- 
ee, we  will  have  a  very,  very  difficult  time  implementing  the  Con- 
solidated Plan  in  fiscal  year  1995  as  it  is  currently  envisioned. 
Also,  as  it  is  currently  envisioned,  I  don't  believe  that  there  will  be 
as  much  of  a  paper  reduction  as  is  stated  by  HUD  and  that  is  of 
great  concern  to  us. 

In  conclusion,  if  I  could,  I  would  like  to  thank  you  again,  Mr. 
Chairman,  for  the  opportunity  to  present  the  views  of  our  organiza- 
tion on  these  issues  and  the  implementation  of  the  Consolidated 
Plan.  We  look  forward  to  your  continued  support  and  leadership  in 
addressing  the  critical  community  development  and  affordable 
housing  needs  in  our  community. 

Thank  you  very  much. 

Senator  Sarbanes.  Thank  you.  It's  a  pleasure  to  have  you  back 
with  us. 

Mr.  Gentry. 

STATEMENT  OF  RICHARD  C.  GENTRY,  EXECUTIVE  DIRECTOR, 
RICHMOND  REDEVELOPMENT  AND  HOUSING  AUTHORITY, 
ON  BEHALF  OF  THE  NATIONAL  ASSOCIATION  OF  HOUSING 
AND  REDEVELOPMENT  OFFICIALS,  RICHMOND,  VA 

Mr.  Gentry.  Thank  you,  sir.  Senator  Sarbanes,  it's  good  to  be 
here  with  you  again,  and  I  appreciate  the  opportunity. 

My  name  is  Rick  Gentry,  and  I'm  the  executive  director  of  the 
Richmond,  Virginia,  Redevelopment  and  Housing  Authority.  I'm 
here  today  representing  the  9,000  members  of  the  National  Asso- 
ciation of  Housing  and  Redevelopment  Officials.  Before  I  give  my 
remarks,  I  would  like  to  point  out  that  I  do  have  a  statement  on 
record  filed  with  you,  and  I'll  just  hit  on  a  few  things  in  passing. 

But  before  that,  I  would  like  to  ask  you,  if  you  would,  to  give  a 
message  to  Senator  Faircloth  for  me.  I'm  a  native  of  Elkin,  North 
Carolina,  I  went  to  school  at  Wake  Forest,  I  worked  in  this  busi- 
ness for  15  years  in  Greensboro,  and  the  next  time  he  has  a  con- 
versation with  Assistant  Secretary  Shuldiner  I'll  be  glad  to  trans- 
late. 

[Laughter.] 
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Also,  there  are  any  number  of  good,  first-class  public  housing  op- 
erations in  the  State  of  North  Carolina,  and  if  he  would  like  to  be 
put  in  contact  with  some  of  them,  I  would  be  glad  to  do  so.  I  think 
if  he  were  to  see  how  the  good  programs  are  operated,  it  would 
help  to  allay  some  of  his  concerns. 

Senator  Sarbanes.  I  think  that's  an  important  observation,  and 
I'll  personally  mention  it  to  him. 

Mr.  Gentry.  Thank  you,  sir. 

Again,  I  have  a  statement  to  file  for  the  record.  I  would  like  to 
hit  four  points,  briefly,  in  my  verbal  remarks  today. 

The  first  is  our  strong  belief  in  NAHRO  that  if  HUD  were  to  im- 
plement a  true  program  of  deregulation  in  public  housing  that  it 
would  help  not  only  the  many  Housing  Authorities  in  this  country 
who  are  burdened  by  the  over-regulated  programs,  but  it  would 
help  HUD  as  well.  A  true  deregulation  has  not  yet  happened. 

We  would  strongly  support  the  implementation  of  a  proclaimer 
type  system  for  well-performing  Housing  Authorities,  not  just  the 
high-performers,  but  for  those  Housing  Authorities  that  do  a  good 
standard  job  of  operating  their  programs  and  are  neither  troubled 
nor  have  warning  indicators  among  their  critical  assessments. 

If  we  were  to  implement  a  program  like  that,  it  would  serve  to 
free  up  a  lot  of  resources  not  only  at  the  local  level  for  further  pro- 
gram implementation,  but  also  within  HUD  to  allow  HUD  to  prop- 
erly direct  resources  to  where  their  problem  areas  are. 

A  proper  proclaimer  system  would  involve  using  a  public  housing 
management  assessment  program  standards  system  and  a  post- 
audit  where  the  Authorities  would  be  left  alone  to  manage  and  op- 
erate their  programs  with  post-audits,  post-assessments,  and  sanc- 
tions where  appropriate.  We  think  that  that  sort  of  a  system,  rath- 
er than  a  mother-may-I,  front-end  approval  of  so  many  of  our  proc- 
esses would  free  up  a  lot  of  needed  resources,  not  only  for  us,  but 
also  for  you  here  in  Washington. 

In  that  regard,  last  year  Assistant  Secretary  Shuldiner  took  an 
excellent  approach.  He  set  up  five  committees  composed  of  practi- 
tioners in  the  field  to  give  him  reports  and  advice  in  five  different 
areas.  I  was  a  member  of  one  of  those  committees  chaired  by  An- 
drea Dunkin  out  of  Louisville  which  was  focused  on  how  to  reward 
the  higher-performing  Housing  Authorities.  There  was  another 
committee  chaired  by  Greg  Burns,  the  director  of  the  Dade  County, 
Florida,  Housing  Authority,  which  looked  into  financial  deregula- 
tion of  the  financial  systems.  Both  of  those  reports  have  been  is- 
sued, they  are  excellent,  and  I  would  commend  your  attention  to 
them. 

The  second  general  area  I  would  like  to  focus  on  is  indirectly  re- 
lated to  the  subject  matter,  but  I  think  it  would  have  some  pro- 
found benefits,  and  that  is  the  issue  of  rent  reform  to  the  residents 
living  in  our  public  housing  programs. 

The  current  system  provides  strong  negative  reinforcement  for 
residents  engaging  in  positive  productive  activities.  There  are  cur- 
rently four  different  bills  that  have  been  introduced  over  on  the 
House  side  to  deal  with  the  rent  reform  issue,  one  of  which  is  the 
Administration's  proposal  which  was  passed  by  this  body  last  year. 

I  believe  that  a  reasonable  compromise  among  those  four  bills 
would  help  to  create  an  ethos  of  rewarding  positive  productive  ac- 
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tivity  that  would  translate  well,  not  only  for  the  residents,  but  also 
with  local  Housing  Authorities  and  HUD,  and  establishing  that 
sort  of  a  system  of  rewarding  positive  activities  would  be  a  good 
thing  for  this  body  to  take  an  interest  in. 

The  third  point  I  would  like  to  point  out  is  an  appropriations 
issue  that  also  has  some  profound  authorization  effect,  and  that  is 
the  disastrous  proposed  cuts  in  the  core  programs  of  public  hous- 
ing, both  in  operating  subsidies  and  modernization,  that  this  Ad- 
ministration has  proposed  for  this  budget  year. 

We  are  profoundly  distressed  that  people  that  we  thought  under- 
stood our  programs  better  than  this  would  claim  that  an  interrup- 
tion in  what  they  call  a  pipeline  would  have  no  problematic  effect. 
It  surely  would. 

I  was  very  glad  to  see  in  Assistant  Secretary  Shuldiner's  testi- 
mony this  morning  that  HUD  is  no  longer  criticizing  our  industry 
for  the  presence  of  this  pipeline,  although  Secretary  Cisneros  did 
in  some  testimony  before  Congressman  Stokes  last  month.  I  would 
commend  your  attention  to  HUD's  proposed  reduction  in  funding 
which  has  profound  implementations  on  the  programs  that  you  au- 
thorize. 

The  fourth  and  final  area  is  with  respect  to  the  HUD  reorganiza- 
tion. I  have  some  mixed  feelings  in  looking  at  that  as  it  is  begin- 
ning to  be  implemented.  I  think  that  HUD  is  absolutely  correct  in 
removing  an  unnecessary  layer  of  management  in  removing  the  re- 
gional offices,  and  I  think  that  that  will  help  to  streamline  the  pro- 
grams. 

I  have  a  measure  of  doubt,  however,  about  the  way  the  programs 
are  to  be  managed  by  the  area  offices.  Rather  than  having  one  per- 
son in  charge,  the  area  manager,  and  making  sure  that  an  area  of- 
fice delivers  services  to  the  State,  there  will  now  be  a  Balkani- 
zation, if  you  will,  of  four  program  officers  reporting  up  to  desk  offi- 
cers here  in  Washington,  which  I'm  not  sure  furthers  the  aim  of 
local  decisionmaking. 

We're  going  to  have  a  situation  where  Joe  Shuldiner,  whom  I 
have  the  utmost  respect  and  regard  for,  in  addition  to  his  respon- 
sibilities on  setting  program  policy  and  doing  major  reform  of  a  De- 
partment that  admittedly  needs  reinvention,  and  in  addition  to  the 
special  responsibilities  of  dealing  with  problematic  areas,  such  as 
Chicago,  Detroit,  and  Washington,  DC,  will  also  be  directly  super- 
vising 50-some  local  field  offices  on  program  implementation.  I'm 
not  sure  that  a  desk  officer  here  in  Washington  will  adequately  re- 
place the  attention  of  an  adequate  local  area  manager.  I  hope  I'm 
wrong  in  that  regard,  I  may  well  be,  and  I'm  willing  to  give  it  the 
benefit  of  the  doubt,  but  I'm  not  sure  that  that  part  of  the  reorga- 
nization has  been  very  well  thought  out. 

Thank  you,  sir. 

Senator  Sarbanes.  Thank  you  very  much,  and  I  thank  all  of  you 
for  very  helpful  testimony  and  for  the  very  comprehensive  state- 
ments that  have  been  submitted. 

Mr.  Gentry,  let  me  say  we  did  the  best  we  could  on  that  rent  re- 
form. We  tried  to  hold  it  in  the  bill,  and  we  just  couldn't  do  it.  We 
are  now  going  to  have  to  deal  with  it  in  the  context  of  this  reau- 
thorization. I  had  hoped,  very  much,  we  would  have  had  it  behind 
us. 
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Mr.  Gentry.  Yes,  sir. 

Senator  Sarbanes.  Of  course  it  was  in  the  Senate  bill,  and  we 
tried  very  hard  to  hold  it  in  the  Conference,  but  it  just  didn't  work 
out. 

I  wanted,  very  specifically,  to  ask  you  what  is  your  reaction  to 
the  HUD  proposal  that  modernization  funds  can  be  used  for  demo- 
lition? 

Mr.  GENTRY.  I  think  that's  a  very  useful  proposal  by  this  Admin- 
istration, and  I  would  strongly  support  it,  as  does  our  organization. 
I  think  it's  another  tool  and  it  allows  greater  flexibility,  on  the  local 
level,  to  deal  with  particular  problems.  I  think  that  any  measure 
established  up  here  that  would  allow  greater  flexibility  and  greater 
options  out  in  the  field  I  would  wholeheartedly  support. 

Senator  Sarbanes.  Thank  you  very  much. 

I  guess  this  would  go  to  Ms.  Voneida  and  Mr.  Siflinger.  I  take 
it  there  is  a  perception,  as  you  see  it,  that  the  Administration  is 
not  fully  committed  to  HOME  and,  therefore,  there  is  the  danger 
that  we're  not  going  to,  in  effect,  incite  or  induce  the  sort  of  reac- 
tion we  want  from  the  State  and  local  level  and  from  the  private 
sector.  Would  that  be  correct? 

Ms.  Voneida.  That's  our  feeling.  A  22  percent  cut,  and  I  haven't 
done  the  math,  but  that  seems  to  me  the  wrong  signal  to  be  giving 
to  the  people  who  have  tried  very  hard  to  make  this  program  work 
and  have  had  to  convince  their  City  Councils  to  provide  match. 
That's  a  very  difficult  thing  to  do,  as  we've  talked  about  before,  and 
people  have  successfully  done  it.  Then  to  come  back  and  say,  well, 
we're  sorry,  we  changed  our  mind,  we're  not  supporting  it  any 
more,  I  think  is  the  wrong  message. 

Mr.  SlFLENGER.  Mr.  Chairman,  in  our  first  meeting  with  new  Sec- 
retary Cisneros  of  our  national  organization,  it  was  a  great  meeting 
and  we  talked  about  many  of  these  issues.  We  did,  however,  have 
a  conflict  over  the  HOME  program  because  of  what  we  considered 
to  be  the  pulling  back  of  a  commitment  to  it,  and  that,  early  on, 
was  an  issue  of  concern  with  us. 

I  think  many  of  us  participated  in  the  process,  particularly  with 
this  Committee,  in  developing  the  HOME  program,  and  it  was  a 
great  surprise  to  us,  particularly  given  the  Secretary's  background 
as  a  Mayor  with  the  trust  of  this  program  being  delegating  to  local 
and  State  officials  the  critical  determinations.  We  were  surprised, 
and  we  do  hope  that  there  will  be  full  restoration. 

Senator  Sarbanes.  If  we  get  the  figure  back  up,  and  I  don't  know 
that  we  can  do  an  authorization  figure  at  the  high  levels,  but  those 
figures  were  deceptive  because  the  appropriations  were  nowhere 
near  that.  One  of  the  problems  here  is  that  the  figure  they  asked 
for  is  below  what  was  appropriated  by  $275  million.  So,  you're  not 
just  talking  about  possibilities,  but  you're  talking  about  realities,  so 
to  speak,  from  last  year  to  this  year. 

If  we  can  get  the  figure  back  up  and  if  we  can  get  this  rule  on 
commitment  put  into  place  so  that  we're  not  getting  what  the  local- 
ities see  as  a  false  picture,  and  you  pointed  out,  as  I  understand 
it,  that  the  localities  had  moved  on  their  contracting  out  without 
getting  it  recognized  as  a  commitment,  so  that  puts  them  in  a  very 
anomalous  position. 
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Mr.  Siflincer.  Mr.  Chairman,  if  I  could  just  quickly  say  that  in 
our  meeting  with  the  Secretary  we  said  that  there  was  an  anoma- 
lous situation  because  HUD  had  moved  away  from  its  traditional 
commitment  definition,  as  we  saw  it,  in  the  Community  Develop- 
ment Block  Grant  program  and  in  other  programs.  It  was  just 
about  like  a  self-fulfilling  prophesy  that  we  felt  was  unfair. 

Senator  Sarbanes.  That's  right.  They  use  an  inadequate  stand- 
ard that  shows  a  poor  performance,  and  then  the  poor  performance 
off  of  that  standard  is  used  to  criticize  the  program. 

Mr.  Siflinger.  We  further  said,  at  least  in  our  view,  and  this  is 
a  little  controversial,  that  we  believe  since  the  former  Administra- 
tion did  not  want  to  see  the  HOME  program  enacted,  that,  frankly, 
many  of  us  felt  that  the  regulations  were  established  to  assure  a 
slow  expenditure  rate.  So,  again,  a  self-fulfilling  prophesy. 

Senator  Sarbanes.  If  we  can  get  those  two  things  and  more  of 
a  rhetorical  commitment,  which  is,  I  think,  the  reference  you  made, 
how  much  of  a  signal  of  reassurance  will  that  send  out  to  the  part- 
ners that  we've  been  trying  to  enlist  into  the  HOME  program? 

Ms.  VONEIDA.  I  think  it  will  be  the  right  signal,  and  I  think  it 
will  make  a  difference.  We  have  committed  one  hundred  percent  of 
our  1992,  1993,  and  almost  our  1994. 

Senator  Sarbanes.  So  you're  a  model,  and  that's  why  we  keep 
bringing  you  back  in  here. 

Ms.  Voneida.  We're  wonderful,  I  know. 

[Laughter.] 

But,  I  believe  that  the  learning  curve  is  working  and  that  that 
will  continue.  The  level  that  we  were  at  this  previous  year,  in 
terms  of  appropriation,  seems  to  work.  The  participating  jurisdic- 
tions, I  believe,  are  working  very  well,  and  those  that  aren't  partici- 
pating jurisdictions  are  working  with  their  States  and  those  rela- 
tionships have  been  established.  I  believe  that  the  systems  are  in 
place  and  we  just  need  to  let  the  program  run. 

Senator  Sarbanes.  Mr.  Gentry. 

Mr.  Gentry.  My  agency,  as  you  may  well  recall,  is  a  redevelop- 
ment agency  as  well  as  a  Housing  Authority,  and  we  implement 
the  HOME  program  as  well  as  the  CDBG  program  for  the  city  of 
Richmond.  The  HOME  program  is  a  good  program  and  it's  working 
well  in  Richmond.  We're  doing  a  lot  of  residential  rehab  right  now, 
both  owner  occupied  and  landlord  owned.  It's  a  good  program. 

I  think  part  of  the  problem  is  that  there  has  been  an  attempt  by 
this  Administration  to  fund  new  programs  that  would  have  their 
stamp  on  them  with  funding  gleaned  from  reducing  existing  pro- 
grams without,  I  think,  a  full  realization  of  what  the  impact  would 
be.  I  think  reducing  HOME  is  of  the  same  ilk  as  reducing  operating 
subsidies  and  modernization  for  public  housing. 

It's  regrettable  there  is  not  an  ability  to  grow  the  budgets  large 
to  meet  new  program  needs,  but  to  strip  existing  programs  to  fund 
new  ones,  I  think,  would  cause  all  of  us  problems  in  the  long  run. 

Senator  Sarbanes.  Yes,  it's  very  difficult.  I  intervened,  person- 
ally, to  the  President  in  the  late  part  of  last  year  when  it  looked 
like  the  HUD  budget  was  going  to  be  far  worse  than  what  finally 
happened,  and  I  think  that  intervention  and  the  interventions  by 
others  helped  to  avert  what  would  have  been  an  absolute  catas- 
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trophe.  I  mean,  I  do  think  there  is  a  good  crew  down  there,  and 
they  need  to  have  enough  resources  to  get  the  job  done. 

Well,  one  final  point,  Austin,  I  wanted  to  ask  you.  This  FHA  re- 
structuring is,  obviously,  not  in  this  authorization.  That's  a  project 
that  Retsinas  tends  to  do  over  the  balance  of  this  year.  As  I  under- 
stood your  initial  point,  alter  the  mission  to  the  structure  or  alter 
the  structure  to  the  mission.  The  mission,  thus  far,  has  left  us  in 
a  situation  with  such  huge  potential  liability  that  the  only  choice 
is  to  alter  the  structure.  Is  that  correct? 

Ms.  Fitts.  In  my  opinion,  yes,  Mr.  Chairman,  that's  correct. 

Senator  Sarbanes.  Do  you  think  by  the  end  of  the  year  they  can 
put  together  the  kind  of  proposal  that  is  necessary,  that  we  could 
then  consider  here  in  a  legislative  format?  I  guess  that  would  be 
the  beginning  of  next  year  when  we  would  have  to  do  that. 

Ms.  Fitts.  Mr.  Chairman,  I  do  not  know  what  their  timetable  is 
on  this  process.  I  do  know  that  they've  been  working  on  it.  I  would 
say,  given  their  current  understanding  of  the  organizational  struc- 
ture and  the  programs,  that  within  a  year  they  should  be  able  to 
come  forth  to  you  at  least  with  their  thoughts  and  recommenda- 
tions. How  detailed  they  will  be  at  that  time  I  don't  know. 

Senator  Sarbanes.  Can  they  address  what  we  see  as  the  dan- 
gerous financial  problems,  as  the  legislation  we  passed  sought  to 
deal  with,  the  Multifamily  Housing  Property  Disposition  Reform 
Act,  ahead  of  this  reorganization?  I  mean,  they  almost  have  to,  but 
how  much  of  the  reorganization  that  you're  talking  about,  which  I 
gather  is  comprehensive,  is  essential  for  them  to  get  at  these  finan- 
cial problems,  or  can  they  get  at  the  financial  problems  now? 

Ms.  Fitts.  They  can  get  at  the  financial  problem.  They  have  done 
an  excellent  job.  HUD  has  done  an  excellent  job,  I  think,  in  the  last 
2  years  of  putting  together  the  infrastructure  you  need  to  get  at  the 
problem  and  to  make  whatever  changes  need  to  be  done,  whether 
incremental  or  major.  I  should  note  that  this  Committee  has  done 
an  outstanding  job  of  working  with  HUD,  over  the  recent  years,  to 
take  those  steps. 

Let  me  give  you  an  example.  Assistant  Secretary  Retsinas  men- 
tioned reinsurance.  This  Committee  in  1992  worked  with  the  De- 
partment to  authorize  an  initial  reinsurance  program,  and  let  me 
explain  why  that  is  so  important. 

You  heard  Marv  explain  the  problems  of  HUD  not  doing  any- 
where near  as  good  a  servicing  job  as  we  need  to  do,  and  that  has 
financial  implications  and  it  obviously  has  community  implications. 

The  goal  of  reinsurance  was  to  try  to  begin  to  let  people  like  the 
Department  continue  to  originate  insurance,  but  let  people  like 
Marv,  who  can  do  a  better  job  of  servicing  those  portfolios  in  the 
communities,  do  that.  So,  there  have  been  many  steps  like  that 
taken;  that  you've  supported  them  on  and  they  continue  to  intro- 
duce. 

It  is  very  important  that  all  of  those  initiatives  which  are  under- 
way be  taken  very  seriously  and  continued.  The  reason  it  is  impor- 
tant that  HUD  come  forward  with  a  more  significant  structural 
proposal  is  so  that  for  FHA  to  return  to  the  fundamental  mission 
of  continuing  to  provide  single  family  and  multifamily  insurance, 
and  I'm  focused  now  on  the  new  origination  area,  and  continue 
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throughout  the  decade  they  really  need  more  important  structural 
changes. 

I  think  they're  doing  an  excellent  job  of  controlling  the  risk  to  the 
extent  that  it  can  be  done.  I  think  those  initiatives  are  very  impor- 
tant, but  I  think  they  will  have  to  do  more. 

Senator  Sarbanes.  This  panel  has  been  extremely  helpful  and, 
obviously,  we  could  go  on  a  great  length.  If  it's  not  an  imposition, 
we  would  like  to  get  back  to  you  from  time  to  time  to  get  the  bene- 
fit of  your  counsel  and  advice  as  we  seek  to  shape  this  reauthoriza- 
tion legislation. 

Thank  you  all  very  much  for  coming. 

The  hearing  is  adjourning. 

[The  Subcommittee  adjourned  at  12:32  p.m.,  subject  to  the  call 
of  the  Chair.] 

[Prepared  statements  of  witnesses  and  response  to  written  ques- 
tions follow:] 
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OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

Let  me  begin  by  commending  Senator  Sarbanes  for  putting  together  this  impor- 
tant hearing  on  management  issues  facing  the  Department  of  Housing  and  Urban 
Development  and,  more  generally,  for  the  leadership  he  has  shown  as  Chairman  of 
this  Subcommittee.  Chairman  Sarbanes  played  a  key  role  in  support  of  the  two 
housing  bills  that  have  already  passed  this  Congress,  the  HUD  Demonstration  Act 
and  the  Multifamily  Housing  Property  Disposition  Reform  Act,  and  I  know  that  he 
will  also  lead  the  way  on  the  reauthorization  bill  we  are  now  considering. 

Of  course,  the  Ranking  Minority  Member,  Senator  Bond,  also  deserves  commenda- 
tion for  his  efforts  in  this  area.  We  usually  proceed  in  a  very  bipartisan  way  in  the 
Subcommittee,  and  that  is  due,  in  large  part,  to  the  efforts  of  Senator  Bond. 

The  Department  of  Housing  and  Urban  Development  must  be  well-managed  if  the 
Federal  Government  is  going  to  make  a  difference  in  the  Nation's  neighborhoods. 
Poorly  runprograms  waste  taxpayer  dollars  and  invite  fraud.  Regrettably,  reports 
from  the  HUD  Inspector  General,  and  past  testimony  before  this  Subcommittee,  re- 
veal that  there  are  a  number  of  significant  problems  at  the  Department.  Those  prob- 
lems include  unreliable  data  systems,  insufficient  staff  to  carry  out  increasingly 
complex  operations,  and  poor  control  over  many  programs. 

Clearly,  the  present  Administration  is  not  to  blame  for  these  problems.  In  fact, 
many  of  the  problems  were  identified  in  the  Inspector  General's  first  report  to  Con- 
gress in  1979.  Of  course,  the  problems  identified  then  were  compounded  by  the  scan- 
dals that  rocked  the  Department  during  the  1980's. 

Although  Secretary  Cisneros  inherited  an  inefficient  and  poorly  run  Department, 
he  has  worked  diligently  to  turn  things  around.  He  has  made  management  reform 
one  of  his  top  priorities,  and  has  taken  numerous  steps  to  consolidate  programs  and 
streamline  operations.  Additional  improvements  are  needed,  but  it  appears  that 
HUD  is  headed  in  the  right  direction. 

Given  the  enormous  tasks  facing  the  Department,  it  must  function  as  efficiently 
as  possible.  There  continues  to  be  a  severe  shortage  of  affordable  housing  across  the 
Nation.  We  have  all  seen  the  tragedy  of  women  and  men,  many  of  them  elderly  or 
sick,  living  on  our  streets.  Too  many  children  are  also  homeless.  A  recent  report 
from  the  Connecticut  Association  of  Human  Services  noted  that  the  number  of  chil- 
dren using  homeless  shelters  in  my  State  increased  by  40  percent  in  the  past  5 
years.  Without  HUD  as  an  effective  partner,  local  communities  cannot  solve  this 
problem. 

Improvements  to  public  housing  are  also  critical.  In  too  many  cities,  including  sev- 
eral in  Connecticut,  public  housing  residents  must  contend  with  deteriorating  build- 
ings and  violent  crime.  These  conditions  are  a  disgrace.  We  need  to  restore  these 
communities  both  to  improve  the  lives  of  the  residents  and  to  regain  people's  faith 
in  the  Federal  Government. 

More  generally,  we  need  to  stimulate  the  production  of  affordable  housing  and 
help  people  move  to  home  ownership.  Last  year,  The  Enterprise  Foundation  re- 
ported that  about  60  percent  of  families  at  the  poverty  level  pay  at  least  50  percent 
of  their  income  on  rent.  Lacking  the  means  to  afford  rent,  many  low-income  people 
are  forced  to  crowd  into  smaller  units,  and  frequently  those  units  are  substandard. 
Living  under  those  circumstances,  the  dream  of  nome  ownership  begins  to  fade. 

Finally,  we  must  support  economic  growth  in  distressed  neighborhoods.  Too  many 
people  are  out  of  work.  Of  course,  there  is  a  limit  to  what  Government  can  accom- 
plish. Much  of  the  solution  to  our  urban  problems  depends  on  a  stronger  American 
economy — a  revitalized  private  sector  that  spreads  opportunity  and  prosperity  to 
even  the  poorest  neighborhoods. 

The  Housing  Choice  and  Community  Investment  Act,  which  the  Department  sub- 
mitted last  week,  contains  many  initiatives  that  should  help  solve  these  problems. 
Secretary  Cisneros,  and  the  Assistant  Secretaries  who  are  with  us  today,  Andrew 
Cuomo,  Nick  Retsinas,  Joe  Shuldiner,  and  Roberta  Achtenberg,  deserve  commenda- 
tion for  their  efforts  in  putting  that  legislation  together.  Hopefully,  we  will  have  a 
chance  to  discuss  those  proposals  during  the  course  of  today's  hearing. 

In  closing,  I  look  forward  to  working  with  my  colleagues  during  the  next  few 
months  on  the  reauthorization  bill,  and  to  exploring  new  ways  to  make  neighbor- 
hoods safer  and  more  secure  for  our  Nation's  children. 


OPENING  STATEMENT  OF  SENATOR  DONALD  W.  RIEGLE,  JR. 

Today  the  Committee  on  Banking,  Housing,  and  Urban  Affairs  will  examine  the 
management  challenges  facing  the  Department  of  Housing  and  Urban  Development 
(HUD).  Since  1989,  when  cases  of  fraud  and  abuse  highlighted  management  and  in- 
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ternal  control  deficiencies,  this  Committee  has  had  a  keen  interest  in  rooting  out 
flaws  in  the  agency's  systems. 

The  HUD  Investigation  Subcommittee,  which  was  created  by  this  Committee,  was 
the  first  to  examine  the  management  deficiencies  of  the  Department  and  make  rec- 
ommendations regarding  internal  controls,  data  systems,  staffing,  monitoring,  and 
other  matters.  The  Investigation  Report  issued  by  the  Committee  later  served  as  the 
foundation  for  the  Secretary  Cisneros'  efforts  to  "Reinvent  HUD."  As  part  of  our  on- 
going oversight  responsibilities,  we  continue  to  be  concerned  about  effective  and  effi- 
cient management  of  HUD's  resources. 

As  the  lead  agency  in  promoting  the  well-being  of  our  Nation's  cities  and  their 
residents,  HUD  is  responsible  for  over  $1  trillion  in  obligations  including: 

•  $130  billion  in  outstanding  multi-year  Section  8  and  public  housing  contracts; 

•  $378  billion  in  Federal  Housing  Administration  insurance  guarantees; 

•  $12  billion  in  property-owned; 

•  $7.5  billion  in  HUD-held  loans  that  HUD  services; 

•  $416  billion  in  outstanding  Government  National  Mortgage  Association  insured 
mortgage  pools;  and 

•  More  than  $25  billion  in  annual  budget  authority. 

However,  semi-annual  reports  of  the  HUD  Inspector  General  continue  to  cite  De- 
partment-wide problems  with  data  systems,  staffing  resource  management,  control 
environment,  and  multifamily  servicing.  In  an  attempt  to  address  some  of  these 
problems,  the  Secretary  has  undertaken  an  effort  to  comprehensively  reorganize  the 
agency  and  modernize  its  systems.  Today  we  will  explore  the  progress  the  Depart- 
ment has  made  with  these  efforts  and  assess  the  impact  on  the  implementation  of 
these  programs. 

It  is  important  that  we  discuss  management  and  capacity  issues  as  we  move  for- 
ward with  our  housing  reauthorization  bill.  As  the  Committee  considers  S.  2049 — 
the  Administration's  legislative  proposal — we  must  keep  in  mind  the  implications 
that  amendments  to  existing  programs  and  creation  of  new  initiatives  will  have  on 
the  capacity  of  the  agency  to  properly  manage  its  mandates. 

I  would  like  to  commend  Senator  Sarbanes,  Chairman  of  the  Housing  Subcommit- 
tee, for  holding  this  hearing  and  focusing  attention  on  the  critical  management  is- 
sues facing  HUD. 

I  look  forward  to  the  testimony  of  our  witnesses. 


OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  S.  BOND 

Thank  you,  Mr.  Chairman,  for  holding  this  hearing  on  the  significant  manage- 
ment issues  facing  the  Department  of  Housing  and  Urban  Development.  I  empha- 
size that  these  issues  are  especially  important  since  the  Banking  Committee  and 
Housing  Subcommittee  will  have  an  opportunity  and  an  obligation  to  focus  on  these 
issues  and  possible  solutions  to  a  number  of  HUD  management  and  program  con- 
cerns as  we  consider  the  Housing  Choice  and  Community  Investment  Act  of  1994. 

I  look  forward  to  hearing  and  reviewing  the  testimony  of  the  various  HUD  Assist- 
ant Secretaries  and  public  witnesses  who  are  testifying  today.  I  find  the  testimony 
from  these  housing  reauthorization  hearings  a  very  useful  guide  to  the  issues  facing 
the  Department. 

As  I  have  discussed  already  at  previous  Housing  Subcommittee  hearings  on  the 
Housing  Choice  and  Community  Investment  Act  of  1994,  I  am  very  concerned  over 
HUD's  apparent  intent  to  generally  refocus  its  energies  away  from  its  core  pro- 
grams, such  as  the  CDBG  program  and  the  HOME  program,  to  creating  some  18 
new  programs  and  initiatives.  I  emphasize  that  our  primary  obligation  is  to  focus 
on  providing  solutions  to  help  HUD  administer  its  core  programs  better.  We  need 
to  ensure  that  HUD  has  the  capacity  and  expertise  to  manage  its  existing  programs. 
In  particular,  the  HUD  IG  has  warned  Congress  repeatedly  over  the  last  several 
years  and  longer  about  significant  deficiencies  in  HUD  data  systems,  internal  con- 
trols, and  resource  management. 

I  do  not  want  to  belabor  this  point;  but  new  HUD  programs  will  not  create  imme- 
diate or  timely  responses  to  the  housing  and  community  development  needs  of  this 
Nation;  new  programs  take  time — there  are  regulations  to  develop,  staff  to  train, 
and  the  capacity  and  awareness  of  program  recipients  and  beneficiaries  to  develop 
as  to  new  program  rules  and  requirements.  Even  then,  it  takes  at  least  several 
years  for  a  program  to  become  fully  functioning  and  productive.  I  emphasize  that 
we  have  the  necessary  tools  to  address  our  housing  and  community  development 
needs  through  HUD's  core  programs,  such  as  the  CDBG  program,  the  HOME  pro- 
gram, and  the  Section  8  and  public  housing  programs.  As  Dick  Grose,  the  executive 
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director  of  the  Missouri  Housing  Development  Commission,  testified  to  this  Sub- 
committee on  May  3,  1994 — "Double  the  HOME  program  to  $4.4  billion  and  you 
might  not  need  these  new  initiatives  by  HUD  because  these  problems  could  be 
taken  care  of  at  the  local  level."  This  sounds  like  good  advice  to  me  and  it  won't 
require  HUD  to  reinvent  itself  every  several  years. 

Again,  I  urge  the  Secretary  and  my  colleagues  to  use  the  Housing  Choice  and 
Community  Investment  Act  of  1994  as  a  vehicle  primarily  to  correct  deficiencies  in 
existing  programs;  to  ensure  HUD's  core  programs  work  effectively  and  efficiently 
through  adequate  funding,  program  consolidation,  regulatory  relief,  and  deference  to 
responsible,  local  decisionmaking. 

As  I  have  stated  previously,  I  am  also  concerned  over  a  number  of  HUD  proposals 
to  modify  and  establish  new  initiatives  under  the  FHA  Single  Family  Mortgage  In- 
surance program.  If  I  repeat  myself  from  other  hearings,  it  is  because  I  want  these 
panels  to  be  sensitive  and  responsive  to  my  concerns.  These  FHA  proposals  include 
a  new  no-downpayment  program  for  distressed  communities  and  increased  FHA 
Single  Family  Mortgage  Insurance  limits.  For  example,  HUD  is  proposing  to  in- 
crease the  FHA  Single  Family  Mortgage  Insurance  limits  for  high-cost  areas  from 
$152,000  to  $172,000.  I  question  whether  this  reflects  a  refocus  of  the  mission  of 
the  FHA  Single  Family  Mortgage  Insurance  program  away  from  low-  and  moderate- 
income  first-time  homebuyers  to  more  high-income  families.  I  have  deep  concerns 
over  how  these  FHA  proposals  will  impact  the  actuarial  soundness  of  the  Mutual 
Mortgage  Insurance  Fund. 

Finally,  I  applaud  HUD  for  proposing  to  develop  a  Homeless  Block  Grant  program 
as  a  way  to  consolidate  and  make  more  efficient  the  McKinney  Homeless  Assistance 
programs.  I  am  in  the  process  of  reviewing  the  proposal  and  I  support  the  underly- 
ing concept. 

I  also  am  in  the  process  of  fully  reviewing  the  Department's  recommendations  for 
public  housing  reform.  As  I  have  indicated  often,  I  support  a  more  flexible  and  local 
approach  to  public  housing,  including  rent  reform  to  promote  employment  and  more 
mixed  incomes  in  public  housing.  I  am  enthused  about  a  provision  to  create  entre- 
preneurial PHA's  that  have  the  flexibility  and  local  discretion  to  create  better  com- 
munities in  public  housing  and  which  can  act  as  laboratories  for  positive  change. 
Finally,  I  support  the  more  flexible  use  of  modernization  funding  for  new  construc- 
tion where  the  cost  of  rehabilitation  exceeds  the  cost  of  new  construction. 

Mr.  Chairman,  I  thank  you  again  for  holding  this  hearing.  I  look  forward  to  work- 
ing with  you  and  the  other  Members  of  the  Banking  Committee  and  Housing  Sub- 
committee on  making  the  housing  and  community  development  reauthorization  bill 
responsive  to  the  housing  and  community  development  needs  of  the  Nation. 


PREPARED  STATEMENT  OF  NICOLAS  P.  RETSINAS 

Assistant  Secretary  for  Housing — Federal  Housing  Commissioner 
U.S.  Department  of  Housing  and  Urban  Development 

Introduction 

Mr.  Chairman,  I  welcome  this  opportunity  to  come  before  your  Committee  today 
to  review  with  you  what  we  in  Housing  have  done  and  are  doing,  both  programmat- 
ically  and  organizationally,  to  improve  delivery  of  our  programs.  I  understand  that 
the  focus  of  today's  hearing  is  on  the  programmatic  impact  of  management  prob- 
lems, including  staffing  constraints,  and,  more  specifically,  how  HUD  has  improved 
or  plans  to  improve  the  management  of  existing  programs. 

In  my  statement  today,  I  would  first  like  to  describe  actions  we  in  Housing-FHA 
have  taken  or  have  underway  that  would  simplify  our  programs,  improve  their  de- 
sign, or  otherwise  make  them  more  efficient  and  effective.  I  would  then  like  to  pro- 
ceed to  a  discussion  of  actions  of  an  organizational  nature,  the  impact  of  our  budget, 
what  our  reorganization  means  from  a  management  point  of  view,  including  plans 
for  consolidation  of  functions  in  the  field,  and  conclude  my  remarks  with  observa- 
tions about  the  future  of  FHA. 

Program  Management 

Mr.  Chairman,  over  the  past  year  we  have  formed  technical  working  groups  to 
review  and  recommend  improvements  in  asset  management,  preservation,  Section 
8,  mortgagee  concerns,  title  I,  section  203(k),  subsidy  layering,  sections  202/811,  spe- 
cial purpose  grants,  and  other  program  areas.  Several  of  these  working  groups  have 
included  the  participation  of  Congressional  staff.  In  addition,  we  have  sponsored 
roundtables  and  conducted  numerous  outreach  meetings  with  representatives  of  the 
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housing  industry,  nonprofit  organizations,  public  housing  authorities,  and  State  and 
local  governments.  In  short,  we  have  sought  to  involve  our  customers  in  identifying 
measures  to  improve  the  management  of  our  programs. 

As  a  result  of  these  efforts,  we  have  learned  of  the  need  for  actions  to  simplify 
our  programs,  streamline  procedures,  decentralize  and  delegate  authority  to  our 
field  offices,  and  take  other  actions  to  improve  the  design  of  our  programs  and  to 
improve  their  delivery  to  our  customers,  the  participants  in  Housing-FHA  programs. 

In  order  to  assure  that  more  decisions  are  being  made  in  the  field,  we  have  dele- 
gated to  our  field  offices,  for  example,  authority  to  waive  handbook  requirements, 
structure  workouts  of  delinquent  loans,  and  execute  settlement  agreements.  We 
have  also  delegated  to  the  field  approval  authority  for  disbursements  and  grant 
agreement  amendments  under  special  purpose  grants  and  delegated  to  housing 
credit  agencies  authority  for  subsidy  layering  reviews.  Examples  of  measures  we 
have  taken  to  streamline  our  program  procedures  include  the  elimination  of  require- 
ments for  subdivision  approval  and  development  of  a  streamlined  multifamily  refi- 
nancing program.  These  actions  have  made  our  programs  more  user-friendly,  more 
efficient,  and  less  costly. 

In  the  area  of  program  simplification,  we  have,  for  example,  enlisted  the  assist- 
ance of  Price  Waterhouse  and  our  working  groups  to  redesign  our  Mortgage  Assign- 
ment program  application  process.  When  completed,  it  will  result  in  a  substantially 
streamlined  and  more  effective  assignment  program.  Our  service  coordinator  appli- 
cation process  has  also  been  simplified  to  the  extent  that  we  have  been  able  to  cut 
the  application  time  by  50  percent.  Our  program  simplification  efforts  have  also  re- 
sulted in  the  issuance  of  new  guidelines  to  greatly  simplify  the  203(k)  program,  an 
action  that  has  generated  literally  thousands  of  phone  calls  and  written  requests  for 
information. 

Housing's  Handling  of  Asset  Management 

Let  me  now  go  into  some  detail  about  a  very  important  problem — perhaps  the 
most  important  program  management  problem — confronting  the  Office  of  Housing- 
FHA  and  share  with  you  how  we  are  handling  this  problem. 

Last  year,  shortly  after  he  took  office  at  HUD,  Secretary  Cisneros  testified  before 
Congress  that  the  management  and  disposition  of  HUD's  multifamily  inventory  is 
the  single  largest  problem  facing  the  Department.  In  order  to  understand  why  this 
issue  looms  so  large  for  HUD,  it  may  help  to  think  of  the  Department's  multifamily 
inventory  as  the  tip  of  an  iceberg.  HUD  has  a  clear  view  of  the  HUD-owned  inven- 
tory, now  31,000  units,  which  must  be  managed  and  then  sold.  However,  beneath 
the  water,  out  of  view,  is  a  much  larger  body  of  distressed  projects  and  mortgages 
at  risk  of  default,  assignment,  or  foreclosure.  HUD  is  forced  to  deal  with  this  prob- 
lem without  an  increase  in  staff  or  other  resources. 

In  July  of  1993,  I  convened  the  Asset  Management  Work  Group  to  recommend 
strategies  to  address  this  problem.  My  challenge  to  the  group  was  to  assure  that 
the  portfolio  is  properly  maintained  and  managed  by: 

•  Focusing  existing  resources  on  the  areas  of  highest  priority; 

•  Suspending  or  eliminating  low  priority  programs  and  activities; 

•  Implementing  programs  at  the  lowest  organizational  level;  and 

•  Utilizing  advanced  technology  wherever  possible. 

The  cornerstone  of  our  efforts  has  been  to  involve  HUD  field  staff  as  well  as  in- 
dustry as  partners  in  finding  better  ways  to  protect  the  real  estate  and  the  interest 
of  the  Government,  coupled  with  improved  customer  service.  Ten  partnership  work- 
ing groups  are  tackling  critical  issues  such  as:  bond  structures  and  workout  policies; 
multifamily  program  enforcement  strategies;  and  Section  8  project-based  assistance. 

Within  the  past  9  months,  we  have: 

•  Facilitated  refinancing  of  our  insured  loans  to  lower  the  debt  service  and  thereby 
lower  FHA's  risk  by  streamlining  field  office  processing. 

•  Earlier  this  year  we  hired  a  Fiscal  Advisor  to  develop  and  implement  a  plan  to 
sell  the  HUD-held  loans.  These  loans  are  typically  the  most  troubled  loans  in  the 
portfolio.  Sale  of  these  loans  will  free  up  critical  staff  resources  who  will  be  able 
to  focus  on  default  prevention. 

•  Initiated  a  demonstration  program  with  the  Massachusetts  Housing  Finance 
Agency  to  manage  and  sell  HUD-owned  multifamily  property.  The  demonstration 
will  free  up  critically  needed  staff  resources.  We  plan  to  replicate  this  demonstra- 
tion with  other  housing  finance  agencies. 

•  Initiated  a  business  process  redesign  of  our  asset  management  process  that  incor- 
porates the  practices  of  the  private  sector  to  assess  risks  and  mitigate  losses. 

•  Conducted  Specialized  Asset  Management  training  for  staff  in  32  field  offices 
around  the  country. 
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•  Conducted  series  of  video  conferences  and  conference  calls  between  Headquarters 
and  each  field  office  to  provide  technical  assistance  to  staff  and  obtain  feedback 
on  Headquarters  action. 

Housing's  Budget 

Now  let  me  turn  to  the  organizational  side  of  Housing  and  talk  about  what  the 
budget  does  for  us. 

Housing  is  fortunate  to  have  received  an  increase — albeit  a  modest  increase — in 
the  number  of  staff  allocated  to  our  programs  for  the  current  fiscal  year.  Housing's 
fiscal  year  1995  budget  request  of  5,375  FTE's  for  the  field  includes  400  FTE's  for 
temporary  employment  targeted  to  multifamily  asset  management.  Housing  has 
begun  hiring,  on  temporary  appointments,  professionals  experienced  in  multifamily 
asset  management.  It  is  envisioned  that  these  professionals  will  provide  some  capac- 
ity to  address  the  work  which  needs  to  be  done  to  protect  the  FHA  and  will  help 
to  implement  new  management  procedures  that  will  enable  Housing  to  maintain  an 
improved  level  of  service  and  fiscal  integrity  in  the  future  with  reduced  staffing. 

Our  budget  also  includes  an  expanded  use  of  FHA  fund  contracts  in  fiscal  year 
1995.  We  are  requesting  a  ceiling  of  $179  million — up  from  $152  million  in  fiscal 
year  1994.  These  monies  will  be  needed  to  retain  specialized  resources  who  can  sup- 
plement FHA  staff  and  provide  needed  expertise  in  areas  such  as  multifamily  asset 
management,  systems  development,  and  debt  collection.  We  will  continue  to  use  con- 
tracting as  a  means  of  off-setting  workload  peaks  and  shortages  of  architects,  ap- 
praisers, engineers,  and  other  technical  disciplines. 

Reorganization  of  Housing 

Housing-FHA  is  currently  reorganizing  its  field  structure.  This  reorganization  will 
provide  more  customer-oriented  and  user-friendly  services;  place  day-to-day  deci- 
sionmaking in  the  field;  reduce  the  number  of  supervisors  and  management  levels; 
instill  top-to-bottom  accountability  in  program  delivery;  keep  pace  with  changes  in 
the  financial  service  community;  and  do  more  with  fewer  resources,  in  line  with  the 
National  Performance  Review. 

Five  major  changes  will  result  from  Housing's  field  reorganization: 

1.  A  more  streamlined  and  direct  command  structure  will  be  established  between 
Headquarters  and  the  field.  This  will  ensure  consistency  of  policy  and  procedures 
among  field  offices  and  expedite  decisionmaking. 

2.  Greater  authority  will  be  delegated  to  the  field  offices  so  they  can  more  effi- 
ciently run  their  programs  and  daily  operations  and  retain  the  flexibility  necessary 
to  respond  to  local  needs  and  conditions. 

3.  Housing  field  programs  will  be  reorganized  along  their  two  main  lines  of  busi- 
ness, single  family  and  multifamily. 

4.  Consolidated  processing  centers  will  be  developed  to  aggregate  high  volume 
work  for  maximum  efficiency  and  automation. 

5.  Increased  accountability  in  program  delivery  will  be  achieved,  as  well  as  a 
greater  emphasis  on  customer-oriented  and  user-friendly  services. 

The  reorganization  of  HUD's  field  operation  will  make  it  easier  for  all  HUD  con- 
sumers, lenders,  developers,  nonprofit,  and  tenants  to  work  with  field  offices.  This 
is  the  heart  of  the  field  organization  in  Housing.  Housing's  field  reorganization  will 
be  completed  by  the  end  of  fiscal  year  1994. 

Consolidated  Processing  Centers 

Let  me  say  just  a  few  words  about  plans  for  processing  centers  that  would  consoli- 
date work  currently  being  performed  in  the  field  offices.  For  purposes  of  processing 
centers,  we  are  looking  at  work  that  is  "location  neutral" — that  is,  work  that  could 
be  performed  at  virtually  any  geographical  location  without  adversely  affecting  serv- 
ice to  customers — and  work  that  is  repetitive  and  of  high  volume. 

Processing  centers  will  help  us  to  keep  abreast  of  changes  in  the  financial  indus- 
try; improve  FHA's  relationship  with  the  industry  and  customers;  improve  service 
to  customers;  free  field  staff  to  reach  out  to  business  and  community  groups;  im- 
prove consistency  in  processing;  and  improve  our  utilization  of  automation  tech- 
nology. 

The  Single  Family  Development  function  is  our  first  prototype  for  the  processing 
center  because: 

•  Nationally,  98  percent  of  all  new  cases  are  done  through  Direct  Endorsement; 

•  Housing's  computerized  underwriting  system,  CHUMS,  is  reasonably  state-of-the- 
art,  and  is  widely  used  and  understood  by  the  industry; 

•  The  mortgage  lending  and  servicing  industry  is  moving  in  the  same  direction;  and 
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•  Upcoming  single  family  product  lines  will  require  more  local  outreach  and  staff 
in  field  offices  will  become  more  available  for  this  outreach  because  routine  proc- 
essing work  will  be  handled  in  processing  centers. 

Our  first  consolidated  processing  center  will  become  effective  this  June  in  Denver, 
Colorado,  HUD's  largest  single  family  office.  Single  family  processing  work  now 
being  performed  in  Fort  Worth  (and  other  field  offices  yet  to  be  identified)  will  be 
transferred  to  the  Denver  office.  The  Denver  processing  center  will  report  to  the 
Deputy  Assistant  Secretary  for  Single  Family  in  Headquarters. 

Future  of  FHA 

The  management  problems  and  deficiencies  at  FHA  are  severe.  I  do  not  wish  to 
suggest  that  the  initiatives  described  above,  by  themselves,  will  solve  the  problems. 
When  the  fiscal  year  1993  audit  of  FHA's  financial  statements  are  released  later 
this  month,  I  expect  that  it  will  conclude,  as  I  have,  that:  We  have  made  some  real 
progress  and  put  in  place  reasonable  plans  which  should  begin  to  produce  slow,  but 
marked,  improvements;  however,  there  remain  serious  institutional  barriers  to  re- 
solving fully  the  material  weaknesses. 

At  the  same  time  we  struggle  to  address  the  management  deficiencies,  we  must 
develop  the  capacity  to  meet  the  goals  of  the  FHA  of  the  future.  Personally,  I  believe 
that  FHA's  greatest  potential  lies  in  using  its  resources  to  leverage  other  capital  for 
public  purposes — primarily  through  partnerships.  Risk-sharing  is  a  good  example. 
But  partners — whether  sophisticated  financial  institutions  or  community-based  or- 
ganizations— want  their  partners  to  be  responsive,  timely,  innovative,  rational,  ac- 
countable, well-informed,  and  highly  skilled.  FHA  is  not  these  things  today.  The 
same  barriers  to  resolving  the  material  weaknesses  also  impede  our  ability  to  trans- 
form FHA  into  a  nimble,  first-class  financial  institution  able  to  respond  to  the  de- 
mands of  fast-changing  markets  and  serve  as  a  competent  partner  of  private  capital 
and  retail  delivery  systems. 

Secretary  Cisneros  has  asked  me  to  spend  this  summer  talking  to  FHA  stakehold- 
ers around  the  country  about  what  sort  of  partner  they  would  like  FHA  to  become 
and  how  we  might  be  structured  to  be  a  more  responsive  and  effective  partner.  If 
the  process  is  successful,  we  will  return  next  year  with  the  outlines  of  a  new  charter 
for  FHA— one  reaffirming  its  mission  and  setting  forth  the  structure,  powers,  and 
authorities  necessary  to  address  the  management  deficiencies  and  provide  the  Sec- 
retary and  the  President  with  a  more  powerful  tool  for  meeting  the  Nation's  unmet 
housing  needs. 

Mr.  Chairman,  this  concludes  my  opening  statement.  I  will  be  happy  to  respond 
now  to  any  questions  you  may  have. 
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Mr.  Chairman,  I  want  to  thank  you  and  the  Members  of  your  Subcommittee  for 
the  invitation  to  testify  before  you  this  morning.  I  welcome  the  opportunity  to  dis- 
cuss management  issues  in  public  housing  programs.  We  at  the  Department  of 
Housing  and  Urban  Development  (HUD)  are  committed  to  overseeing  and  managing 
our  programs  in  the  most  efficient  and  effective  manner  possible.  While  there  are 
still  many  improvements  that  need  to  be  made,  we  have  already  made  some 
progress  in  improving  management  of  our  programs  within  our  human  resource  and 
budgetary  framework. 

At  the  outset,  I  would  like  to  emphasize  that  the  vast  majority  of  public  housing 
agencies  perform  their  mission  to  provide  decent,  safe,  and  affordable  housing  to 
low-income  residents  in  a  creditable,  effective  manner.  The  challenge  we  face  is  to 
maintain  that  solid  foundation  while  working  in  close  partnership  with  housing 
agencies,  residents,  and  the  general  community  to  address  the  very  real  problems 
that  are  reflected  in  some  of  the  larger  agencies.  I  will  speak  more  specifically  to 
that  set  of  issues  shortly. 

Historical  Context 

Before  discussing  the  present  situation  with  respect  to  management  issues,  I 
would  like  to  briefly  visit  the  historical  economic  and  social  context  of  public  housing 
programs. 

Over  the  past  quarter  of  a  century,  various  economic  and  social  forces  arose  which 
increased  strains  on  the  management  of  PHA's  throughout  the  country.  To  begin 
with,  low-income  population  growth  and  increased  funding  for  public  housing  devel- 
opment led  to  a  dramatic  increase  in  the  Nation's  public  housing  inventory.  PHA's 
in  large  metropolitan  areas  began  to  construct  highrise  developments  and  sprawling 
monoliths  to  accommodate  the  growing  ranks  of  needy  families.  At  the  same  time, 
many  existing  developments  had  aged  considerably,  thereby  increasing  maintenance 
costs.  PHA's  were  forced  to  charge  residents  higher  rents  to  cover  their  increased 
costs  of  operation.  As  a  result,  fewer  poor  families  could  afford  to  live  in  public  hous- 
ing developments. 

In  an  effort  to  provide  rent  relief  for  public  housing  residents,  Congress  passed 
the  Brooke  Amendment  in  1969.  This  statute  limited  the  rent  charged  to  public 
housing  residents  to  no  more  than  25  percent  (later  increased  to  30  percent)  oi  their 
income.  Though  well  intentioned,  this  action  made  it  extremely  difficult  for  PHA's 
to  effectively  manage  their  public  housing  stock.  At  a  time  when  operating  costs 
were  increasing  dramatically,  PHA  management  was  limited  by  Federal  law  in  what 
it  could  collect  to  cover  these  costs.  By  1974,  the  Federal  Government  had  to  make 
up  for  the  funding  shortfall  by  providing  operating  subsidies  to  housing  authorities 
on  a  formula  basis,  although  by  the  time  these  subsidies  were  institutionalized 
many  large  housing  authorities  had  depleted  their  operating  reserves  and  had 
begun  to  defer  maintenance  due  to  lack  of  funding. 

During  this  same  period,  the  demographics  of  public  housing  were  radically 
changing.  Many  working  families  left  public  housing  rather  than  pay  rent  increases 
mandated  by  the  Brooke  Amendment.  Statutory  changes  in  the  early  1980's  re- 
quired PHA's  to  target  more  resources  to  very-low-income  persons,  further  reducing 
the  rents  they  could  collect.  Single  female-headed  households  increased  signifi- 
cantly, as  did  the  number  of  children  born  to  teenage  mothers.  And  the  twin 
scourges  of  crime  and  drug  abuse  began  to  engulf  public  housing  to  a  degree  dis- 
proportionate to  the  rest  of  society.  As  a  result  of  these  social  forces,  it  became  nec- 
essary for  PHA's  to  improve  their  management  systems  and  expand  their  role  be- 
yond traditional  property  management.  Unfortunately,  some  housing  authorities 
were  unable  to  successfully  make  this  transition,  and  remain  to  this  day  on  HUD's 
list  of  troubled  housing  authorities.  I  want  to  spend  a  moment  addressing  this  issue, 
since  it  bears  heavily  on  our  resource  management  and  planning. 

Severely  Distressed  and  Troubled  Agencies 

As  of  January  24,  1994,  HUD  designated  105  PHA's  as  being  "overall  troubled 
agencies."  The  term  "overall  troubled  agency"  means  that  a  PHA's  overall  average 
score  under  the  Public  Housing  Management  Assessment  Program  (PHMAP)  fell 
below  60  points  on  a  100  point  scale.  Besides  the  "overall"  troubled  group,  43  PHA's 
are  considered  "mod-troubled."  Some  of  the  PHA's  are  "overall  troubled,"  but  some 
are  only  "mod-troubled."  These  PHA's  scored  lower  than  60  percent  on  the  mod- 
ernization indicator  portion  of  their  PHMAP  score. 

It  is  important  to  note  that  the  number  of  troubled  PHA's  represents  less  than 
4.5  percent  of  the  total  number  of  PHA's  currently  in  operation  across  the  country. 
However,  the  inventory  managed  by  troubled  PHA's  constitutes  255,569  dwelling 
units,  or  about  20  percent  of  the  national  public  housing  stock.  While  it  is  not  accu- 
rate to  assume  that  all  such  units  are  commensurately  distressed,  it  is  fair  to  say 
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that  without  some  systematic  changes  to  improve  troubled  agency  performance  and 
compliance,  their  condition  is  at  risk. 

A  closer  look  at  the  breakdown  of  troubled  PHA's  shows  that  roughly  84  percent 
of  these  agencies  have  inventories  of  less  than  1,000  units.  Their  total  housing  stock 
constitutes  only  15  percent  of  the  total  for  troubled  agencies,  and  roughly  3  percent 
of  the  entire  public  housing  stock  nationwide.  By  contrast,  the  ten  largest  troubled 
agencies  manage  191,952  dwelling  units,  or  about  75  percent  of  the  total  at-risk  in- 
ventory. These  ten  agencies  combined  received  approximately  20  percent  of  HUD's 
nationwide  total  of  operating  subsidies  in  fiscal  year  1993.  In  view  of  these  statis- 
tics, and  in  view  of  limited  Federal  resources,  the  major  focus  for  HUD  intervention 
has  been  on  the  largest  troubled  housing  authorities. 

In  addition  to  the  largest  troubled  housing  authorities,  HUD  will  also  concentrate 
on  designated  PHA's  whose  PHMAP  scores  are  within  5  points  of  a  non-troubled 
status.  As  of  February  17,  1994,  there  were  51  PHA's  (about  48  percent)  among 
those  designated  as  "overall"  troubled  that  fit  into  this  category.  Options  to  reduce 
troubled  performance  among  this  group  being  planned  include  remedial  training  on 
how  to  prepare  for  the  PHMAP  assessment,  the  provision  of  strategic  planning  tech- 
nical assistance,  and  improved  procedures  for  resolving  score  grievances.  The  De- 
partment has  already  solicited  an  independent  contractor  that  will  be  used  to  per- 
form this  year's  PHMAP  assessments  for  existing  troubled  agencies,  and  announce- 
ment of  the  selection  will  be  made  shortly.  This  contractor  will  also  consult  with 
HUD  in  the  preparation  of  followup  corrective  plans. 

HUD  is  also  concerned  about  the  140  non-troubled  PHA's  which  are  statistically 
within  5  points  of  slipping  into  an  "overall"  troubled  designation.  It  is  both  reason- 
able and  prudent  for  the  Department  to  target  these  not  yet  troubled  (and  perhaps 
formerly  troubled)  PHA's  as  the  focus  of  HUD's  trouble  prevention  strategy.  In  cau- 
tiously charting  recovery  and  preventive  policy  direction  from  the  implications  of 
PHMAP  information,  the  Department  also  recognizes  that  PHMAP  statistics  alone 
do  not  reveal  the  causes  that  produce  a  PHA's  strengths  and  weaknesses.  It  must 
be  stressed  that  PHMAP  scores,  like  vital  statistics,  are  at  best  symptom  gauges. 

Restructuring  and  Refocusing  Our  Efforts 

Mr.  Chairman,  I  think  it  is  significant  that  the  Administration  has  recognized  the 
special  problems  faced  by  public  and  Indian  housing  by  recommending  an  increase, 
albeit  modest,  in  staffing  levels  for  the  Office  of  Public  and  Indian  Housing  from 
our  1994  level  of  1,575  to  1,589.  In  order  to  accomplish  the  ambitious  agenda  we 
have  embarked  on  in  public  and  Indian  housing,  nothing  less  than  a  reinvention  of 
the  way  we  have  done  business  in  the  past  is  required.  We  must  utilize  our  re- 
sources more  wisely  by  adopting  a  service-oriented,  performance-driven  new  part- 
nership with  the  communities  and  people  we  serve. 

I  would  like  to  point  to  several  examples  of  the  new  direction  we  are  taking  in 
our  management  of  public  and  Indian  housing  programs,  particularly  as  they  relate 
to  resource  management.  We  believe  these  changes  will  result  in  more  sharply  fo- 
cused program  administration  that  will  free  stalf  to  concentrate  on  what  matters 
most — improving  the  quality  of  public  housing: 

1.  We  are  engaged  in  an  on-going  effort  to  review  our  regulatory  and  administra- 
tive requirements,  which  will  result  in  more  flexible  guidance  to  program  implemen- 
ters  in  lieu  of  current  prescriptive  handbooks.  Through  this  process,  which  I  will  de- 
scribe in  somewhat  more  detail  shortly,  we  hope  to  reward  high  performing  housing 
agencies  with  less  process  and  more  flexibility;  free  small  housing  agencies  from  re- 
quirements that  neither  reflect  their  record  of  performance  nor  their  capacity  to 
meet  those  requirements;  and  allow  HUD  staff  to  concentrate  their  energies  and 
time  on  providing  help  and  assistance  rather  than  on  filling  out  forms  and  process- 
ing paper. 

2.  PIH  has  developed  and  is  implementing  an  Integrated  Business  Strategy  which 
will  ensure  that  current  and  future  PIH  information  systems  are  designed  to  collect 
the  critical  information  needed  for  us  to  manage  and  evaluate  our  programs,  and 
provide  accurate,  consistent  reporting  to  Congress. 

3.  PIH  will  be  convening  a  working  group  to  revise  the  Annual  Contributions  Con- 
tract (ACC)  between  HUD  and  public  housing  agencies,  the  first  such  overhaul  since 
1968;  the  new  ACC  will  be  a  far  more  streamlined  document  that  will  reflect  cur- 
rent statutory  and  regulatory  realities. 

4.  We  have  redirected  the  field  offices  to  be  accountable  for  public  housing  agency 
performance,  not  documenting  failures;  our  monitoring  will  be  risk-managed  and  we 
will  concentrate  our  intervention  partnerships  on  troubled  or  near-troubled  public 
housing  agencies  to  tailor  training  and  technical  assistance  with  groups  of  agencies. 
A  redesigned  PHMAP  that  is  calibrated  to  better  identify  areas  of  management  defi- 
ciency will  be  an  important  feature  of  this  approach. 
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Mr.  Chairman,  let  me  elaborate  on  a  specific  model  of  PLH's  new  program  man- 
agement approach,  a  fundamentally  different  approach  to  preventing  and  transform- 
ing the  troubled  condition  of  the  worst-performing  PHA's.  We  recently  established 
an  Office  of  Severely  Distressed  and  Troubled  Housing  Recovery  at  HUD  Head- 
quarters. Among  this  Office's  principal  goals  in  servicing  troubled  agencies  are:  (1) 
establishing  working  cooperative  partnerships  between  HUD,  the  PHA,  resident 
leadership,  and  the  larger  community;  (2)  providing  PHA  staff  with  training  and 
technical  assistance,  including  strategic  planning  support  and  peer-to-peer  mentor- 
ing; and  (3)  accelerating  progress  through  the  use  of  pilot  programs  and  arbitration 
to  effectuate  project-based  budgeting,  management,  and  maintenance. 

The  Office  of  Severely  Distressed  and  Troubled  Housing  Recovery  is  also  in  the 
process  of  organizing  an  outstationed  staff  to  be  deployed  from  HUD's  Municipal 
and  State  Field  Offices  for  managing  troubled  agency  prevention  and  recovery  strat- 
egies that  are  part  of  executed  corrective  agreements  with  PHA's.  Within  this  office, 
a  smaller  Headquarters  staff  will  interact  on  a  cross-cutting  basis  with  PIH  pro- 

fram  and  regulatory  offices,  as  well  as  with  outstationed  field  staff,  in  unifying  and 
irecting  the  Department's  role,  synthesizing  training  and  TA  resources,  tracking 
PHMAP  and  Vacancy  Reduction  results,  coordinating  the  implementation  of  correc- 
tive plans,  and  monitoring  progress  on  a  national  basis. 

Field  Restructuring 

To  better  perform  its  tasks,  PIH  staff  in  HUD  field  offices  are  being  structured 
along  five  functional  areas  which  we  feel  are  critical  success  areas  for  a  housing  au- 
thority: (1)  organization,  management,  and  personnel;  (2)  community  relations  and 
involvement;  (3)  financial  management;  (4)  facilities  management;  and  (5)  market- 
ing, leasing,  and  management.  In  a  closely  related  process,  my  staff,  along  with  rep- 
resentatives from  the  housing  industry,  has  recently  completed  a  comprehensive  re- 
view of  all  regulations  and  related  issuances  within  these  functional  areas,  with  the 
goal  of  providing  regulatory  relief  and  greater  flexibility  for  housing  authorities.  Ac- 
tion plans  for  implementing  changes  to  programmatic  rules  and  administrative 
guidance  are  in  place,  and  several  recommendations  are  reflected  in  our  1994  au- 
thorization bill.  In  addition,  we  have  and  will  continue  to  engage  in  consultations 
with  interested  industry  parties  in  revamping  the  public  housing  development  pro- 
gram; making  improvements  to  the  Comprehensive  Grant,  Section  8,  and  Native 
American  programs;  and  exploring  ways  of  reducing  regulatory  and  administrative 
burdens  on  small-  and  high-performing  PHA's.  Results  of  some  of  those  consulta- 
tions are  already  being  seen  in  new  proposed  regulations  and  legislative  proposals 
for  1994. 

In  the  larger  context  of  PEH's  field  reorganization,  which  became  effective  April 
15,  the  benefits  of  a  functional  alignment  will  be  realized  by  both  HUD  staff  and 
our  customers,  the  housing  agencies,  and  their  residents.  The  field  staff  will  operate 
in  a  more  effective  manner,  bringing  decisionmaking  as  close  to  the  customer  as  pos- 
sible, and  be  more  efficient  with  direct-line  authority  from  the  Assistant  Secretary. 
The  customers  will  realize  quicker  and  more  flexible  responses  to  address  their  local 
issues  and  needs,  and  find  HUD  more  a  friend  than  a  foe  through  the  partnership 
problem-solving  approach. 

Our  efforts  are  already  starting  to  pay  off  in  the  field.  In  Philadelphia,  for  exam- 
ple, HUD  and  the  Philadelphia  Housing  Authority  (PHA)  entered  into  a  partnership 
for  the  purpose  of  turning  around  that  distressed  agency.  The  PHA  developed  a  2 
year  "corrective  action  plan"  setting  forth  how  they  intend  to  address  their  manage- 
ment deficiencies,  and  HUD  in  turn  promised  to  provide  technical  assistance  to  help 
them  reach  their  goals.  The  PHA  has  begun  to  show  improvement  in  its  manage- 
ment capabilities,  specifically  in  the  areas  of  maintenance,  vacancy  reduction,  and 
resident  relations.  Much  of  these  advances  can  be  linked  to  the  technical  assistance 
provided  by  "recovery  teams"  organized  by  HUD  to  provide  guidance  to  the  PHA. 
We  are  encouraged  by  the  early  successes  in  Philadelphia,  and  feel  it  can  serve  as 
the  model  for  future  on-site  intervention  efforts. 

Headquarters  Actions 

At  Headquarters,  we  are  continuing  to  implement  innovative  programs  that  will 
help  PHA's  address  the  primary  causes  of  their  management  deficiencies.  Under  the 
Urban  Revitalization  Demonstration  (URD)  program,  we  have  allocated  $1.1  billion 
in  grant  money  for  large  PHA's  to  turn  around  their  most  distressed  developments. 
The  activities  in  this  program  include  funding  of  the  costs  of  modernization,  replace- 
ment housing,  management  improvements,  community  service  programs,  and  sup- 
portive services  at  these  developments.  We  have  also  begun  to  administer  the  Va- 
cancy Reduction  program.  In  fiscal  year  1994,  this  program  will  provide  over  $200 
million  in  grants  to  eligible  PHA's  to  undertake  low-cost  rehabilitation  of  vacant 
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public  housing  units  and  to  implement  management  improvements  necessary  to 
achieve  and  maintain  a  high  level  of  occupancy. 

Apart  from  these  existing  programs,  the  Department  has  submitted  legislative 
proposals  to  Congress  which  directly  impact  on  a  PHA's  management  capabilities, 
including  rent  reform,  COMPAC,  merger  of  the  Section  8  certificate  and  voucher 

f>rogram,  several  provisions  providing  greater  flexibility  in  use  of  modernization 
undine  for  replacement  housing,  and  an  Entrepreneurial  PHA  Demonstration. 
These  legislative  initiatives,  along  with  the  programs  and  strategies  PIH  has  begun 
implementing  under  Secretary  Cisneros,  represent  HUD's  best  tools  for  combating 
the  cumulative  social  and  economic  forces  which  have  prevented  many  PHA's  from 
being  able  to  manage  their  public  housing  stock  most  effectively.  I  look  forward,  as 
Congress  reviews  HUD's  legislation,  to  elaborating  further  on  the  connection  be- 
tween these  proposals  and  our  new  program  management  approaches. 

Modernization  Pipeline 

Finally,  in  regard  to  management  of  the  modernization  pipeline,  I  am  pleased  to 
report  that  there  has  been  a  significant  reduction  in  the  pipeline  in  the  last  fiscal 
year.  In  effect,  the  "backlog"  has  been  reduced  to  a  point  that  is  normal  for  any  cap- 
ital program.  In  the  last  fiscal  year,  PHA's  obligated  $2.3  billion  of  previously  ap- 
proved modernization  funds,  an  amount  which  includes  $1.7  billion  of  fiscal  year 
1991  and  prior  year  funds.  I  am  including  with  my  testimony,  for  the  record,  an 
analysis  of  the  modernization  pipeline  for  the  past  fiscal  year  that  will  clearly  show 
the  progress  that  has  been  made. 

What  steps  were  taken  to  achieve  this  progress? 

1.  Regular  meetings  with  industry  groups  to  solicit  ideas  for  expediting  the  pipe- 
line. 

2.  Memoranda  and  conference  calls  to  HUD  field  staff  to  emphasize  the  impor- 
tance of  reducing  the  pipeline  and  providing  technical  assistance  to  those  PHA's 
with  the  largest  pipelines. 

3.  Issuance  of  HUD  notices  to  PHA's  to  emphasize  the  importance  of  getting  the 
work  done  in  a  timely  manner  and  to  convey  revised  program  procedures  to  simplify 
funding  approval  and  implementation. 

4.  Issuance  of  a  revised  rule  for  the  Comprehensive  Improvement  Assistance  Pro- 
gram (CLAP)  to  simplify  program  requirements  for  PHA's  with  fewer  than  250  units. 

5.  Publication  March  8  of  a  proposed  rule  for  the  Comprehensive  Grant  Program 
(CGP)  to  expedite  funding  approval  and  program  implementation  for  PHA's  with 
250  or  more  units. 

6.  Provision  to  PHA's  of  access  to  fiscal  year  1993  CGP  funds  approximately  5 
months  earlier  than  in  previous  years,  as  a  result  of  the  CGP  formula  approach  and 
HUD's  accelerated  process. 

7.  Provision  of  increased  oversight  by  HUD  through  establishment  of  the  Office 
of  Severely  Distressed  and  Troubled  Housing,  contracting  with  the  U.S.  Army  Corps 
of  Engineers  to  inspect  work  in  progress,  and  other  efforts. 

Of  course,  our  commitment  is  to  further  reduce  the  pipeline,  as  is  spelled  out  in 
the  Presidential  Performance  Agreement  Secretary  Cisneros  signed  with  the  Presi- 
dent on  March  2.  It  establishes  the  goal  of  reducing,  by  September  30,  1994,  the 
unobligated  and  unexpended  balances  of  fiscal  year  1992  modernization  funds  to  30 
percent  and  55  percent,  respectively. 

Mr.  Chairman,  that  completes  my  statement.  I  will  be  happy  to  answer  any  ques- 
tions you  and  the  Members  of  the  Subcommittee  may  have. 
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ANALYSIS  OF  MODERNIZATION  PIPELINE:    9/30/92  -  9/30/93 

HAs  With  $10  Million  or  More  or  Unobligated  FY  1990  and  Prior  Year  Funds 

As  of  9/30/92,  24  HAs  had  $10  million  or  more  of  unobligated  1990  and  prior  year  funds 
totaling  $773.8  million.   As  of  9/30/93,  this  number  had  been  reduced  to  6  HAs  with 
unobligated  1990  and  prior  year  funds  totaling  $212.6  million.   This  is  a  reduction  of 
$561.2  million  during  a  12-month  period.   See  Attachments  1A  and  IB. 

HAs  With  $10  Million  or  More  of  Unobligated  FY  1991  and  Prior  Year  Funds 

As  of  9/30/92,  48  HAs  had  $10  million  or  more  of  unobligated  1991  and  prior  year  funds 
totaling  $1,896.8  million.   As  of  9/30/93,  this  number  had  been  reduced  to  22  HAs  with 
unobligated  1991  and  prior  year  funds  totaling  $807.7  million.   This  is  a  reduction  of 
$1,089.1  million  during  a  i2-month  period.   See  Attachments  2A  and  2B. 

Summary  Table  of  Unobligated  Funds 

Unobligated        Unobligated  Amount 

A5  °f  As  of  Pipeline 

9/30/92  a/  9/30/93  b/  Reduced 

(Dollars  in  Millions) 


FY  1990  and  Prior  Years  $1,261.9  $   434.5  $    827.4 

FY^991  S1.7S3.3 

Subtotal  (FY  1991  and  Prior  Years)  $3,045.7  $1,354.2 

FY  1992  -  CLAP  5   m4  cJ  %   m  Q 

FY  1992  -  CGP  5^5.0  c/  Sl.712.2d/  S    302.8 

Grand  Total  $3,363.4  $2,255.7 

This  is  a  reduction  of  $23  billion  of  unobligated  funds  during  the  twelve-month 
period  of  10/1/92  -  9/30/93. 


$    919.7  $    S64.1 

$1,691.5 
$    261.4 
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a/        From  official  Departmental  automated  reports  (Modernization  Quarterly 

Reporting  System  (MQRS)),  summarizing  HA  progress  reports  as  of  9/30/92. 
These  numbers  vary  slightly  from  the  numbers  recently  provided  to 
Congresswoman  Marge  Roukema;  those  numbers  were  based  on  special  ad  hoc 
reports  provided  by  the  HUD  Regional  Offices  in  order  to  get  an  early  reading  of 
the  modernization  pipeline  as  of  9/30/93. 

b/        From  official  Departmental  automated  reports  (MQRS),  summarizing  HA 
progress  reports  as  of  9/30/93. 

c]        FFY  1992  CIAP  and  CGP  funds  approved  by  HUD.   Since  most  FY  1992  funds 
were  approved  by  HUD  in  the  last  two  months  of  FY  1992  (August  and 
September  1992),  HAs  would  not  have  had  an  opportunity  to  obligate  FY  1992 
funds  as  of  9/30/92. 

d/        This  reflects  the  amount  of  funds  not  disbursed  by  the  Department  and,  therefore, 
not  expended  by  HAs  as  of  10/16/93.   The  real  unobligated  amount  would  be 
lower  than  the  unexpended  amount.   The  Department  does  not  have  9/30/93  data 
for  fund  obligations  for  FY  1992  CGP  funds,  but  will  have  data  in  March  1994  for 
the  period  ending  12/31/93.   Therefore,  the  unobligated  amount  is  overstated  at 
this  point.   A  more  accurate  figure,  based  on  a  modification  of  the  requisition 
system  (Line  of  Credit  Control  System/Voice  Response  System),  is  expected  to  be 
available  next  month. 

In  the  last  quarter  of  FY  1993  (7/1-9/30/93),  the  Department  approved  an  additional  S2.9 
billion  of  FY  1993  CIAP  and  CGP  funding.   If  this  were  added  to  the  pipeline  of  FY 
1992  and  prior  year  funds  (S3. 4  billion),  the  total  pipeline  would  be  S6.3  billion. 
However,  since  HAs  were  just  approved  in  August/September  1993  for  the  S2.9  billion,  it 
is  misleading  to  show  this  amount  as  part  of  the  modernization  pipeline  as  of  9/30/93. 
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STEPS  TAWBN  JO  EXPEDITE  MODERNIZATION  PIPELINE 


During  1993,  held  numerous  meetings  with  industry  groups  (CLPHA,  PHADA, 
NAHRO,  NARMC,  NAIHC)  to  discuss  various  approaches  for  streamlining  the 
CGP  and  expediting  the  allocation  of  CGP  funds. 

Issued  Notice  PHi  93-5  on  February  4,  1993,  which  provided  for  accelerated 
submission  by  HAs  in  advance  of  originally  established  dates  and  accelerated  review 
and  approval  by  HUD  of  the  documents  required  for  FY  1993  CGP  funding.   See 
Attachment  1. 

Secretary  Cisneros  sent  a  letter  on  February  5,  1993,  to  all  CGP  HAs,  which  asked 
that  each  HA  assess  its  modernization  pipeline  and  expedite  the  obligation  and 
expenditure  of  funds,  as  well  as  provide  suggestions  to  HUD  regarding  ways  to 
reduce  the  pipeline.   See  Attachment  2. 

Issued  Notice  PIH  93-10  on  March  10,  1993,  which  provided  additional  guidance  on 
expediting  FY  1993  CGP  funding.   If  large  HAs  (with  500  or  more 'units)  met 
specified  criteria,  HUD  would  reduce  the  time  for  its  review  and  approval  of  the 
HA's  FY  1993  annual  submission  from  a  maximum  of  75  days  to  14  days,  wherever 
possible.   See  Attachment  3. 

Note:   Many  HAs  availed  themselves  of  the  opportunities  provided  in  the  two 
Notices  and  had  access  to  the  FY  1993  CGP  funds  earlier  in  the  FY. 

Published  an  interim  CIAP  rule  on  March  15,  1993,  which  simplified  and 
streamlined  modernization  for  the  smaller  HAs  (less  than  250  units)  by:  eliminating 
unnecessary  application  requirements  and  detail;  providing  new  flexibility  in 
applying  for  funds;  streamlining  application  processing  requirements  for  HUD  Field 
staff;  expediting  the  fund  obligation  process  by  HUD;  and  reducing  reporting 
requirements  from  quarterly  to  semi-annually.   See  Attachment  4. 

Sent  a  memorandum  to  all  Regional  Offices  on  April  22,  1993,  which  requested 
that  they  establish  obligation  targets  for  FY  1990  and  prior  year  CIAP  funds,  FY 
1991  CIAP  funds  and  FY  1992  CIAP  funds  for  the  reporting  period  ending 
September  30,  1993.   See  Attachment  5. 

Held  numerous  conference  calls  with  Regional  Office  staff  regarding  the  status  of 
the  modernization  pipeline  and  Regional/Field  efforts  to  provide  technical 
assistance  to  those  HAs  with  the  largest  pipelines. 
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d        Assistant  Secretary  for  Public  and  Indian  Housing  and/or  his  executive  staff,  with 
Regional  and  Field  Office  staff,  met  with  three  HAs  with  large  pipelines  for  the 
purpose  of  providing  special  technical  assistance  and  monitoring  progress.   A 
meeting  with  the  New  York  City  Housing  Authority  was  held  in  May  1993. 
Meetings  with  the  Puerto  Rico  Housing  Authority  and  the  Virgin  Islands  Housing 
Authority  were  held  in  July  1993. 

o       Worked  with  a  statutory  and  regulatory  review  task  force,  composed  of  HUD  and 
HA  staff,  to  review  the  facilities  management  aspect  of  public  housing.   From  this 
task  force,  additional  recommendations  regarding  simplification  of  the  CGP  have 
emerged  and  will  be  implemented  within  the  near  future. 

o       In  collaboration  with  the  National  Association  of  Housing  and  Redevelopment 
Officials  (NAHRO),  conducted  9  training  sessions  for  342  HA  staff  and  81  HUD 
staff  on  procurement  requirements  during  FY  1993.    It  is  anticipated  that  9  trainmg 
sessions  will  be  conducted  during  FY  1994.   Such  training  improves  HA  capability 
to  obligate  funds. 

o        Issued  Notice  PIH  93-47  on  September  16,  1993,  which  informed  HAs  that  the 
method  of  requisitioning  CIAP  funds  approved  in  FY  19S7  and  subsequent  years 
would  be  converted  to  the  Line  of  Credit  Control  System/Voice  Response  System 
(LOCCS/VRS),  effective  December  1,  1993.   The  conversion  reduces  the  time 
required  for  the  Department  to  process  and  approve  payment  and  for  HAs  to 
receive  payments.   See  Attachment  6. 

o        Issued  Notice  PIH  93-50  on  September  2S,  1993,  which  provided  guidance  to 
^    expedite  HA  procurement  of  goods  and  services.   See  Attachment  7. 

o        In  September  1993,  contracted  with  the  U.S.  Army  Corps  of  Engineers  to  conduct 
inspections  of  modernization  work  in  progress  and  review  contract  administration. 
Inspections  are  expected  to  begin  in  early  Spring  1994.   To  the  extent  that  problems 
are  identified  through  these  inspections,  HUD  will  be  in  a  better  position  to 
provide  technical  assistance  needed  to  expedite  the  pipeline. 

o        Issued  Notice  PIH  93-55  on  October  27,  1993,  which  informed  HAs  that  the 

requisition  system  (LOCCS/VRS)  was  being  modified  effective  January  4,  1994,  to 
require  all  HAs  with  modernization  in  progress  to  provide  data  on  the  amount  of 
funds  obligated  and  expended  on  a  quarterly  basis.   This  enables  HUD  staff  to 
analyze  performance  data  and  provide  necessary  technical  assistance  to  move  the 
modernization  pipeline.   See  Attachment  S. 
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Sent  a  memorandum  to  all  Regional  Offices  on  October  27,  1993,  which  requested 
that  the  Regions  take  specific  action  with  regard  to  HAs  which  did  not  meet  their 
fund  obligation  targets  for  September  30,  1993;  also,  requested  that  Regional 
Offices  report  actual  obligation  amounts  against  the  target  obligation  amounts.   See 
Attachment  9. 

In  January  1994,  established  the  Headquarters'  Office  of  Distressed  Public  Housing 
and  Troubled  PHAs.   Staff  members  are  assigned  exclusively  to  oversee  Troubled 
Housing  Authorities.    In  addition,  through  the  Vacancy  Reduction  Program  which 
calls  for  an  assessment  of  high  vacancy  HAs,  HAs  have  been  provided  with  outside 
technical  assistance  to  reduce  vacancies. 

Issued  Notice  PIH  94-5  on  January  21,  1994,  which  will  expedite  HA  acces:  tc  •he 
FY  1994  CGP  funds  by  permitting  HAs  to  plan  on  the  basis  of  thei*-  FFY  1993 
formula  amount  (holding  meetings  with  residents  and  conducting  the  annual  public 
hearing).   See  Attachment  10. 

Note:    HUD  will  not  mandate  a  specific  date  for  the  FY  1994  CGP  annual 
submissions.    HAs  may  immediately  submit  documents  necessary  for  the  allocation 
of  FY  1994  funds  as  soon  as  the  presumptive  formula  amount  is  provided  in 
February  1994. 

Published  a  proposed  CGP  rule  on  March  8,  1994,  in  collaboration  with  the 
industry  groups,  with  the  following  changes  designed  to  expedite  the  funding  and 
implementation  process:  fungibility  of  work  items  within  the  Five-Year  Action  Plan 
for  greater  flexibility;  early  notification  of  formula  amounts;  earlier  conduct  of 
meetings  with  residents  and  the  annual  public  hearing;  and  adjustments  due  to 
successful  appeals  of  formula  amounts.   See  Attachment  11. 

Prepared  a  Notice,  now  in  Departmental  clearance,  which  provides  instructions  to 
HAs  on  how  to  use  their  oldest  modernization  funds  first,  in  order  to  move  the  pre- 
1991  pipeline  and  complete  and  close  out  older  modernization  programs. 

Entered  into  a  Performance  Agreement  with  President  Clinton  which  establishes 
the  goal  that,  by  September  30,  1994,  HUD  will  reduce  the  unobligated  and 
unexpended  balances  of  FY  1992  modernization  funds  to  30%  and  557c, 
respectively,  of  all  FY  1992  funds  reserved.   Therefore,  all  FY  1992  funds  must  be 
70%  obligated  and  45%  expended  by  September  30,  1994  to  meet  this  target. 


82-127  0-94 


62 

PREPARED  STATEMENT  OF  ANDREW  CUOMO 

Assistant  Secretary  for  Community  Planning  and  Development 
U.S.  Department  of  Housing  and  Urban  Development 

Dear  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  join  my  fellow 
Assistant  Secretaries  to  address  the  topic  of  the  program  impact  of  management 
problems  at  HUD.  I  wish  to  thank  Chairman  Sarbanes  and  the  Members  of  the 
Committee  for  your  continued  interest  in  and  support  for  Community  Development 
programs  at  HUD  for  the  past  years. 

It  has  been  a  pleasure  to  work  with  Secretary  Cisneros  at  HUD  during  this  past 
year.  He  has  brought  to  Washington  a  new  spirit  and  has  worked  to  instill  in  the 
Department  the  President's  message  of  putting  people  first.  I  also  want  to  acknowl- 
edge the  work  of  Terry  Duvernay,  the  Deputy  Secretary,  and  my  fellow  Assistant 
Secretaries  all  of  whom  I  am  honored  to  join  in  the  HUD  team. 

The  Department  has  inherited  a  significant  number  of  management  problems  that 
we  have  had  to  overcome.  They  relate  to  the  CDBG  program,  the  HOME  program, 
and  the  homeless  programs.  We  have  taken  a  number  of  steps  to  meet  this  manage- 
ment challenge  by  reducing  paperwork  and  program  fragmentation  and  encouraging 
communities  to  address  problems  comprehensively.  This  is  no  small  challenge. 

Management  Challenges 

One  of  the  biggest  management  problems  we  inherited  is  fragmented  programs — 
particularly  in  the  homeless  area.  HUD  is  responsible  for  six  different  homeless  pro- 
grams: Supportive  Housing,  Shelter  Plus  Care,  Section  8  Moderate  Rehabilitation 
for  Single  Room  Occupancy  Dwellings  (SRO),  Emergency  Shelter  Grants  program, 
Safe  Havens,  and  the  Rural  Homeless  Assistance  programs.  Administering  each  of 
these  programs  is  a  time-consuming  process  requiring  much  staff  time  to  evaluate 
thousands  of  applications  for  a  few  grants  and  resulting  in  just  a  few  projects  being 
awarded.  This  is  illustrated  in  the  chart  that  Secretary  Cisneros  shared  with  you 
last  week,  showing  that  1,400  applications  were  submitted  last  year  for  one  program 
requesting  more  than  $2  billion  in  assistance.  We  awarded  42  grants,  Mr.  Chair- 
man. Each  categorical  program  has  its  own  set  of  rules,  criteria,  and  requirements 
that  increase  paperwork  and  hamper  project  development.  Further,  this  program 
fragmentation  makes  it  extremely  difficult  for  communities  to  develop  comprehen- 
sive solutions  to  the  homeless  problem. 

Another  management  problem  we  inherited  was  the  statutory  and  regulatory  com- 
plexity of  the  HOME  program.  In  addition,  the  Inspector  General  of  HUD  in  its  Sep- 
tember 30,  1993,  Semiannual  Report  to  Congress  indicated  concern  over  the  Depart- 
ment's control  over  the  provision  of  low-  and  moderate-income  benefits  for  the 
CDBG  program.  Other  CDBG  problems  cited  by  the  IG  were  handling  of  program 
income  received  from  revenue-producing  activities,  management  of  subrecipients, 
and  use  of  CDBG  for  economic  development. 

Corrective  Measures 

We  have  taken  or  proposed  a  number  of  actions  to  address  these  problems,  to  deal 
with  the  problem  of  limited  numbers  of  staff,  and  to  reduce  unnecessary  paperwork. 
These  measures  also  make  good  sense  on  their  own  merits  because  they  promote 
a  more  comprehensive  approach  to  addressing  urban  problems. 

Consolidated  Plans  and  Applications 

First,  we  are  consolidating  the  planning,  application,  and  reporting  requirements 
for  four  major  formula  programs  in  CPD:  HOME,  CDBG,  the  Emergency  Shelter 
Grants  (ESG)  program,  and  the  Housing  Opportunities  for  Persons  with  AIDS 
(HOPWA)  program.  Field  staff  will  have  only  one  application  to  review,  rather  than 
four.  Also,  the  Comprehensive  Housing  Affordability  Strategy  (CHAS)  and  commu- 
nity development  plans  have  been  combined.  The  change  will  encourage  commu- 
nities to  develop  a  more  comprehensive  approach  to  addressing  local  problems.  This 
process  stresses  community -based  planning  in  which  there  is  heavy  involvement  by 
community  groups  and  citizens  and  which  should  result  in  better  service  to  the  cli- 
ents of  the  programs. 

Homeless  Grant  Program 

Second,  to  improve  program  performance  and  to  help  communities  effectively  ad- 
dress homelessness,  we  have  proposed  reorganizing  the  HUD  Stewart  B.  McKinney 
homeless  programs  into  a  single  comprehensive  homeless  grant  program  that  will 
be  distributed  by  formula.  While  this  proposal  has  much  merit  from  a  policy  per- 
spective (which  the  Secretary  shared  with  you  last  week),  I  will  focus  on  its  admin- 
istrative merits.  As  a  condition  of  grant  approval,  a  continuum  of  care  plan  must 
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be  submitted  that  is  satisfactory  to  HUD.  Staff  time  should  not  be  absorbed  by  the 
laborious  process  of  reviewing  thousands  of  applications  to  select  a  few  winners  in 
a  competitive  process.  Rather,  field  staff  will  be  heavily  involved  in  working  crc- 
m?ve&  T  applicants  as  partners.  In  the  interim,  we  have  moved  to  a  "Super- 
U7    u  i    announces  funding  for  three  competitive  programs  with  a  single  notice 

We  have  also  continued  to  recapture  funds  not  spent  in  previous  years  for  homeless 
projects. 

Moving  to  New  Communications  Technology 

Third,  we  are  developing  technology  to  move  CPD  and  its  grantees  into  the  21st 
century.  ITie  development  and  application  of  new  technology  should  improve  the  ac- 
curacy, timeliness,  and  accessibility  of  information  from  grantees.  This  vision  will 
not  be  easily  obtained.  We  hope  to  develop  a  set  of  inter-related  communications  and 
computer  files,  whereby  grantees  can  quickly  and  easily  communicate  electronically 
with  HUD  or  each  other.  CPD  field  offices,  Headquarters,  and  grantees  will  be  on 
equal  footing  technologically.  We  will  have  linked  information  files  so  that  data  on 
priority  needs,  planned  activities,  actual  accomplishments,  and  financial  matters 
can  be  viewed  together.  Information  will  be  presented  in  several  ways  in  maps  and 
graphs  as  well  as  traditional  tables,  so  that  citizens  and  HUD  staff  can  see  quickly 
where  proposed  projects  are  located  in  relationship  to  low-income  concentrations 
1  his  new  system  will  facilitate  moving  toward  "results-oriented"  management 

The  new  system  which  we  are  developing  will  be  called  the  Integrated  Disburse- 
ment Information  System.  Regardless  of  program,  grantees  will  use  an  integrated 
system  for  consolidated  planning,  project  setup,  disbursements,  and  accomplish- 
ments reporting.  The  first  part  of  Phase  I  of  the  software  is  expected  by  midyear 
1994  and  the  second  part  by  the  end  of  1994.  This  first  part  will  involve  comput- 
erization of  tabular  information  on  plans  and  activities.  Phase  II  will  be  completed 
in  mid-1995  and  will  involve  reporting  on  the  achievement  against  plans  as  grantees 
draw  down  funds. 

For  long-term  development  of  Phase  II  of  the  system,  we  have  proposed  to  Con- 
gress to  set  aside  one  half  of  one  percent  of  CDBG  funds  for  fiscal  year  1995  This 
wi  1  focus  on  systems  and  hardware  for  Phase  II  and  for  supporting  grantees  and 
held  offices  with  their  training  needs. 

CDBG  =  Jobs 

We  have  also  moved  to  improve  the  management  of  the  CDBG  program  to  im- 
prove performance  in  the  creation  of  new  jobs— particularly  for  low-  and  moderate- 
income  persons.  The  Inspector  General  has  been  critical  of  past  economic  develop- 
ment underwriting  activities  of  grantees  under  the  program.  We  have  completed  a 
proposed  streamlined  regulation  on  CDBG  assistance  to  private  businesses  to  create 
jobs.  Ihese  regulations  also  include  voluntary  underwriting  standards  and  clarify 
tests  of  public  benefit  to  ensure  that  a  key  focus  of  CDBG  economic  development 
is  jobs,  especially  for  low-  and  moderate-income  persons.  The  rule  makes  it  easier 
to  provide  additional  jobs  and  provide  employment  training  especially  for  the  needy 
nr%Fr?P°Sed  regyla,tlon,  also  provides  clearer  guidelines  for  grantees  on  using 
CJJbO  lor  economic  development,  as  well  as  reduced  paperwork  and  a  focus  on  re- 
sults and  neighborhood  revitalization. 

We  have  also  increased  training,  clarified  regulations  to  improve  management  of 
program  income,  and  developed  guidance  materials  to  help  grantees  properly  man- 
age subrecipients. 

Improving  HOME 

Several  statutory  changes  were  made  to  the  HOME  program  in  1992  and  CPD 
u  iiSuetl  a  nun™er  of  interim  rules  to  reflect  these  changes.  We  recently  issued 
the  fifth  interim  rule  on  April  19,  1994,  to  make  a  number  of  regulatory  changes 
to  make  the  program  simpler  and  easier  to  use.  Among  the  highlights  of  the  rule 
is  allowing  more  flexibility  in  the  definition  of  commitment.  This  revised  definition 
reflects  the  definition  used  by  State  and  local  governments:  A  commitment  occurs 
when  an  agreement  with  a  third  party  to  administer  the  program  is  signed.  This 
definition  will  help  make  the  HOME  program  administration  more  compatible  with 
the  CDBG  program. 

In  addition  to  the  statutory  and  regulatory  changes,  the  Department  has  issued 
six  model  programs  and  has  another  eight  under  development.  Substantial  training 
and  technical  assistance  have  also  been  provided  to  both  participating  jurisdictions 
and  community  housing  development  organizations.  These  efforts  all  helped  to  im- 
prove the  spend  out  rate. 

When  Henry  Cisneros  began  as  Secretary,  only  4  percent  of  the  fiscal  year  1992 
HOME  funds  had  been  committed  and  only  2  percent  expended.  A  little  over  a  year 
later,  74  percent  of  the  fiscal  year  1992  funds  have  been  committed  and  35  percent 
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expended.  I  am  also  pleased  to  report  that  16  percent  of  the  fiscal  year  1993  funds 
have  already  been  committed,  while  4  percent  have  been  actually  expended. 

While  many  participating  jurisdictions  are  doing  very  well  in  the  HOME  program, 
others  are  not.  Thus,  instead  of  an  increase  in  authorization  for  grants,  we  are  re- 
questing authorization  for  a  loan  guarantee  program  similar  to  the  authority  now 
in  the  section  108  program  for  CDBG.  This  will  not  only  allow  jurisdictions  to  un- 
dertake neighborhood  revitalization  efforts  on  a  large  scale,  but  also  avoid  tying  up 
scarce  appropriations  with  jurisdictions  that  are  not  performing  well. 

Reorganization 

To  improve  management  with  scarce  staff  resources  in  the  field,  we  are  transfer- 
ring to  the  field  staff  the  role  that  regional  offices  performed  to  provide  service  di- 
rectly to  grantees.  In  so  doing,  we  have  made  expanded  delegations  to  the  field  of- 
fices to  retain  responsibility  and  accountability  at  that  level.  Field  office  staff  are 
to  work  with  grantees  in  taking  a  holistic  approach  to  community  development 
through  comprehensive  coordinated  community-wide  planning.  Wherever  practical, 
local  HUD  staff  has  the  authority  to  waive  non-statutory  requirements  to  facilitate 
development  of  the  Consolidated  Plan. 

In  Headquarters,  we  are  undertaking  reorganization  to  improve  our  effectiveness 
and  focus  on  cross-cutting  issues  in  order  to  encourage  communities  to  take  a  more 
comprehensive  approach  to  community  development  issues.  We  will  set  up  desk  offi- 
cers to  coordinate  contacts  with  field  staff  across  program  lines. 

To  summarize,  there  is  no  doubt  Secretary  Cisneros  inherited  many  management 
problems  when  he  accepted  his  position  in  1992.  The  problems  are  related  to  all 
CPD  major  programs,  including  the  CDBG  program,  the  HOME  program,  and 
homeless  programs.  But,  Mr.  Chairman,  we  are  intent  on  dealing  with  these  prob- 
lems, and,  at  the  same  time,  moving  the  Department  ahead  to  addressing  pressing 
community  and  urban  problems  of  our  Nation.  We  have  made  solid  progress  in  put- 
ting a  system  in  place  to  address  these  problems  by  reducing  unnecessary  paper- 
work, reducing  program  fragmentation,  improving  reporting  of  results  achieved  by 
grantees,  and  encouraging  communities  to  approach  problems  comprehensively. 


PREPARED  STATEMENT  OF  ROBERTA  ACHTENBERG 

Assistant  Secretary  for  the  Office  of  Fair  Housing  and  Equal  Opportunity 
U.S.  Department  of  Housing  and  Urban  Development 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  a  pleasure  to  appear  before 
you  today  to  discuss  the  management  issues  of  the  Office  of  Fair  Housing  and  Equal 
Opportunity  (FHEO)  and  what  actions  the  Department  has  taken  to  remedy  man- 
agement deficiencies  and  improve  program  performance.  I  am  pleased  to  report  that 
over  the  last  year  significant  improvements  have  been  made  as  a  result  of  the  De- 
partment's reorganization  and  reinvention  efforts. 

As  part  of  the  Department's  reinvention  efforts,  we  are  looking  at  processes  and 
organizational  relationships  that  need  to  be  changed  so  that  managers  and  staff  can 
do  their  jobs  better.  For  example,  we  contracted  for  the  services  of  Price  Waterhouse 
to  provide  training  and  assistance  in  applying  the  concepts  of  Business  Process 
Reengineering  to  the  Fair  Housing  Initiatives  Program  (FHIP).  The  project  focused 
on  streamlining  the  grant  application  and  award  process,  with  emphasis  on  expedi- 
tiously obligating  the  FHIP  grant  funds.  Representatives  from  the  FHEO,  the  In- 
spector General,  and  the  Office  of  Administration  have  been  involved  with  this 
project.  Changes  already  implemented  have  resulted  in  a  time  savings  of  175  days. 
As  a  result,  I  anticipate  that  the  1994  FHIP  funds  will  be  fully  obligated  by  the 
end  of  fiscal  year  1994. 

The  Department's  field  reorganization,  which  is  now  underway,  will  have  a  posi- 
tive impact  on  FHEO  program  operations  by  allowing  the  Department  to  be 
proactive  toward  assuring  that  civil  rights  requirements  are  being  adhered  to  in  its 
programs,  providing  consistency  in  program  delivery  and  operations,  strengthening 
the  focus  on  FHEO's  program  policies  and  civil  rights  requirements,  centralizing 
complaint  processing  and  investigations  to  a  dedicated  unit,  developing  a  critical 
mass  of  expertise,  enhancing  accessibility  to  customers,  and  allowing  staff  to  sharp- 
en their  skills  through  enhanced  training  efforts. 

The  structuring  of  the  Headquarters  Office  of  Fair  Housing  and  Equal  Oppor- 
tunity has  allowed  me  to  consolidate  similar  functions  to  provide  greater  emphasis 
on  specific  aspects  of  fair  housing  legislation.  Moreover,  the  restructuring  of  the  or- 
ganization will  allow  FHEO  to  effectively  and  efficiently  address  the  Secretary's  val- 
ues for  a  reinvented  HUD. 
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The  FHEO  operations  and  programs  have  been  reviewed  with  no  findings  of  mate- 
rial weaknesses.  This  means  that  we  have  established  internal  controls  to  ensure 
the  proper  management  of  our  resources. 

■  i  plaiLt0  manage  our  programs  within  the  existing  staffing  constraints.  If  addi- 
tional staffing  is  required,  we  will  explore  the  feasibility  of  hiring  temporary  staff 
to  implement  the  initiatives  and  meet  the  goals  of  the  Office  of  Fair  Housing  and 
Equal  Opportunity.  6 

This  concludes  my  testimony.  I  would  be  pleased  to  address  any  questions  you 
may  have.  J 


PREPARED  STATEMENT  OF  C.  AUSTIN  FITTS 

Principal  in  The  Hamilton  Securities  Group,  Inc. 

Good  morning,  Mr.  Chairman.  I  would  like  to  thank  you  and  the  Members  of  the 
Subcommittee  on  Housing  and  Urban  Affairs  for  the  opportunity  to  testify  this 
morning  on  HUD  management  issues. 

My  name  is  C.  Austin  Fitts,  and  I  am  a  principal  in  The  Hamilton  Securities 
Group,  Inc.,  a  real  estate  investment  bank  based  in  Washington,  DC.  Hamilton  Se- 
curities provides  financial  advisory,  merger  and  acquisition,  private  placement  and 
underwriting  services  to  private  and  public  real  estate  organizations,  investors  and 
lenders.  My  career  has  focused  on  the  U.S.  financial  system  and  a  broad  range  of 
capital  markets,  including  the  public  and  private  equity  and  fixed-income  markets 

My  knowledge  of  the  Department  of  Housing  and  Urban  Development  is  based  on 
the  opportunity  I  had  to  serve  as  Assistant  Secretary  of  Housing— Federal  Housing 
Commissioner  from  1989-1990.  Some  of  my  thoughts  regarding  HUD  management 
issues,  as  a  result  of  that  experience,  were  summarized  in  testimony  prepared  for 
this  Committee  on  October  29,  1991,  entitled  Multifamily  Housing  Finance:  Where 
We  Are,  Where  We  Want  to  Be,  and  How  We  Get  There. 

I  would  also  note  two  other  points  before  making  my  statement.  First,  my  work 
since  1990  has  focused  primarily  on  multifamily  and  commercial  real  estate  Con- 
sequently I  am  not  as  current  on  FHA's  single  family  markets  as  I  am  on  the  De- 
partment s  multifamily  markets. 

Second  I  should  also  note  that  Hamilton  Securities  serves  as  financial  advisor  to 
HUD  on  the  asset  management  and  disposition  of  its  single  family  and  multifamily 
insurance  and  mortgage  portfolio.  In  that  capacity,  we  are  loan  sale  advisor  on  the 
Department  s  mortgage  loan  sale  program,  which  is  currently  the  subject  of  a  pro- 
posed rule.  I  would  like  to  state  for  the  record  that  I  am  here  as  a  member  of  the 
private  sector  and  in  no  way  representing  the  Department  in  an  official  capacity. 
1  therefore  ask  the  Committee's  understanding  that  I  am  not  in  a  position  to  com- 
ment on  Hamilton's  work  in  this  area,  other  than  to  say  that  HUD's  proposed  policy 
represents  an  essential  step  toward  establishing  an  efficient  servicing  operation  at 
r  HA. 

I  would  underscore  that  the  thoughts  expressed  here  are  my  own,  and  do  not  re- 
llect  any  relationship  or  special  knowledge  of  the  Department's  activities  in  the 
management  area. 

There  has  been  a  great  deal  of  public  discussion  about  the  FHA  mortgage  insur- 
ance operation  and  its  management  issues  in  recent  years.  I  believe  those  discus- 
sions have  three  overarching  themes,  which  I  would  like  to  summarize  here  to  pro- 
vide a  strategic  framework  for  FHA  management  issues. 

1.  FHA's  Current  Organizational  Structure  Is  Unworkable 

FHA  exists  to  implement  certain  Federal  housing  policies  authorized  by  the  Con- 
gress. FHA's  optimal  organizational  structure  would  enable  the  agency  to  imple- 
ment its  legislative  mandate  fairly  and  efficiently.  But  FHA's  current  structure  is 
not— and  has  not  been  for  some  time— workable.  It  is  wholly  inconsistent  with  ful- 
filling its  legislative  mandate.  Consequently,  FHA  and  the  Congress  are  confronted 
with  two  prudent  options.  The  first  is  to  change  FHA's  structure  so  that  it  is  com- 
patible with  FHA's  mission.  The  second  is  to  change  FHA's  mission  so  that  it  can 
be  fulfilled  with  the  current  structure. 

I  should  note  that  I  do  not  include  a  third  option,  which  is  the  one  we  have  pur- 
sued to  date.  That  option  is  to  avoid  the  issue  and  delay,  given  that  restructuring 
FHA  is  inconvenient,  hard  to  understand,  and,  for  many,  boring.  Unfortunately 
when  you  run  a  portfolio  of  $350  billion  of  assets,  secured  by  the  credit  of  the  Amer- 
ican taxpayers,  the  losses  resulting  from  an  inadequate  management  structure  will 
continue  to  force  the  issue. 
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In  short,  we  have  before  us  the  financial  equivalent  of  landing  American  troops 
in  hostile  territory  armed  with  water  pistols.  Sooner  or  later,  it  will  become  clear 
that  the  failure  to  change  the  arms  policy  was  shortsighted  and  it  was  a  rotten 
thing  to  do  to  our  soldiers  and  our  allies. 

2.  What  is  Happening  to  FHA  is  Not  the  Problem;  It  is  the  Symptom  of  a 
Far  Greater  Problem  That  the  Federal  Government  Must  Address 

The  public  discussion  of  management  structure  for  FHA  often  sounds  as  though 
the  problems  at  FHA  are  unique.  This  is  not  so.  The  debate  over  FHA  is  one  part 
of  a  greater  debate  on  the  impact,  management,  regulation,  and  organization  of  Fed- 
eral credit. 

A  substantial  amount  of  the  U.S.  credit  system  is  directly  or  indirectly  guaranteed 
by  the  Federal  Government.  This  credit  support  includes  the  FDIC  depository  sys- 
tem, the  Government  Sponsored  Enterprises,  Federal  guarantee  programs,  pension 
insurance,  and  some  direct  lending  programs.  Throughout  the  last  ten  years,  with 
the  S&L  crisis  as  the  most  notable  example,  the  Federal  Government  has  grappled 
with  the  question  of  how  to  maintain  its  historically  successful  public-private  part- 
nership of  providing  credit  support  to  U.S.  financial  institutions  and  markets  when 
those  institutions  and  markets  are  changing  at  an  ever  increasing  speed. 

In  this  respect,  FHA  is  one  of  the  best  positioned  Federal  agencies  to  redesign  it- 
self relatively  quickly  for  a  new,  dynamic  global  market.  FHA  has  been  forced  to 
respond  to  major  criticisms  in  recent  years.  The  agency  and  its  leadership  have  un- 
dertaken the  effort  to  study  FHA's  markets  and  legislative  mandate  carefully  and 
make  substantial  internal  improvements.  These  improvements,  made  by  a  dedicated 
career  bureaucracy  that  has  largely  gone  unheralded,  provide  a  foundation  for  nec- 
essary changes.  As  a  result,  FHA's  management  knows  what  needs  to  be  done  and 
is  in  a  position  to  do  it,  given  a  new  organizational  structure  and  relatively  modest 
resources.  FHA  represents  one  of  the  Federal  Government's  greatest  opportunities 
to  design  model  guarantee  programs  that  can  successfully  interact  with  the  private 
capital  markets. 

I  consider  FHA  a  particularly  desirable  model  because  its  mission  is  to  focus  on 
those  among  us  who  do  not  necessarily  enjoy  a  private  market  alternative.  As  our 
economy  depends  more  and  more  on  a  healthy  literate  work  force,  it  becomes  ever 
more  important  that  all  Americans  participate  in  our  goal  of  safe,  decent  affordable 
housing,  and  less  important  that  some  of  us  enjoy  the  most  luxurious  residential 
housing  in  the  world. 

3.  The  Current  Window  of  Opportunity  to  Ensure  an  Enduring  FHA 
Will  Not  Last 

There  is  a  very  important  reason  why  this  Subcommittee  should  give  its  full  sup- 
port to  FHA's  current  leadership  on  management  issues.  The  Clinton  Administra- 
tion represents  the  first  Democratic  Administration  in  12  years  and  certainly  a  new 
generation  of  Federal  political  leadership  in  the  United  States.  To  staff  FHA  and 
HUD,  the  Administration  was  able  to  draw  on  many  of  the  best  and  brightest  of 
a  new  generation  of  experts  in  housing  and  housing  finance  who  have  earned  their 
stripes  over  a  long  decade  in  State  and  local  government  and  the  private  sector.  I 
believe  it  is  the  industry's  perception — and  fairly  so — that  if  a  Democratic  Congress 
will  not  support  a  first  rate  plan  for  essential  management  changes  at  FHA  led  by 
their  own  A-Team,  that  FHA  will  pass  the  point  of  no  return  in  its  ability  to  serve 
its  fundamental  mission.  In  short,  new  mortgage  insurance  originations  will  grind 
to  ever  lower  levels,  and  the  portfolio  will  slowly  liquidate  over  time  as  the  few  re- 
maining resources  are  allocated  to  an  ever  more  troublesome  asset  management  op- 
eration. If  we  miss  this  opportunity  for  reform,  the  chances  of  recruiting  another 
first-rate  team  and  gathering  the  necessary  constituent  and  Administrative  support 
diminishes  substantially. 

In  closing,  let  me  thank  you  again,  Mr.  Chairman,  for  the  opportunity  to  join  you 
and  the  Subcommittee.  I  hope  these  comments  are  of  assistance  to  you  and  the 
other  Members  as  you  address  HUD  management  issues.  Thank  you  for  your  long 
record  of  commitment  to  housing  and  the  needs  of  urban  America.  Thank  you,  too, 
for  your  dedication  to  sound  and  responsible  government  and  for  your  willingness 
to  look  into  these  management  issues  which,  while  they  may  seem  indirect,  are  a 
driving  force  in  determining  actual  Federal  housing  and  credit  policies  as  we  experi- 
ence them  in  the  U.S.  mortgage  markets. 

I  look  forward  to  responding  to  any  questions  that  you  and  the  Subcommittee  may 
have. 
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PREPARED  STATEMENT  OF  MARVIN  SIFUNGER 

Executive  Director,  Massachusetts  Housing  Finance  Agency 

on  behalf  of  the 
National  Council  of  State  Housing  Agencies 

Mr.  Chairman,  Senator  Bond,  and  Members  of  the  Subcommittee,  I  am  very 
pleased  to  testify  today  on  issues  affecting  the  management  of  HUD  programs. 

My  name  is  Marvin  Siflinger.  I  am  the  executive  director  of  the  Massachusetts 
Housing  Finance  Agency  and  President  of  the  National  Council  of  State  Housing 
Agencies  (NCSHA). 

NCSHA  is  a  national,  nonprofit  organization  created  in  1970  to  assist  its  members 
in  advancing  the  interests  of  lower  income  people  through  the  financing,  develop- 
ment, and  preservation  of  affordable  housing.  NCSHA's  members  are  Housing  Fi- 
nance Agencies  (HFA's)  with  statewide  authority.  They  operate  in  every  State,  the 
District  of  Columbia,  Puerto  Rico,  and  the  Virgin  Islands. 

At  the  center  of  HFA  activity  are  the  Mortgage  Revenue  Bond  (MRB),  Low-Income 
Housing  Tax  Credit  (Tax  Credit),  and  HOME  Investment  Partnerships  (HOME)  pro- 
grams. NCSHA's  members  also  administer  numerous  other  State  and  Federal  hous- 
ing assistance  programs. 

When  Secretary  Cisneros  and  his  team  came  to  HUD  about  a  year  ago,  we  pre- 
sented them  with  a  list  of  top  priority  initiatives  which  they  could  implement  by 
administrative  action.  We  are  very  pleased  to  report  that  HUD  has  moved  forward 
aggressively  on  many  of  these  initiatives,  especially  in  the  Office  of  Housing/Federal 
Housing  Administration. 

In  the  last  year,  the  Office  of  Housing  has  implemented  the  FHA/HFA  multifam- 
ily  risk-sharing  program,  put  in  place  an  HFA  multifamily  property  disposition  dem- 
onstration, and  published  improved  subsidy  layering  guidelines  delegating  authority 
to  Tax  Credit  allocating  agencies.  These  initiatives  will  rejuvenate  HUD's  programs 
and  ease  HUD's  administrative  burdens  through  partnerships  with  the  States. 

The  Office  of  Housing  has  also  established  working  groups  involving  HFA's  and 
other  interested  parties  to  discuss  solutions  to  a  wide  range  of  issues  under  its  juris- 
diction, including  preservation,  Section  8,  and  administrative  issues  in  the  single 
family  insurance  rehabilitation  programs.  HUD  has  taken  the  proposals  developed 
in  these  working  groups  seriously  and  has  reflected  them  in  its  policies. 

We  also  urged  the  new  Administration  to  take  concrete  steps  to  reduce  the  regu- 
latory and  administrative  burdens  imposed  on  the  HOME  program  in  its  initial 
years.  We  are  pleased  to  report  that  HUD  has  made  a  number  of  the  regulatory 
changes  we  requested  and  also  joined  us  and  other  organizations  last  year  in  pro- 
posing a  set  of  consensus  amendments  which  this  Committee  subsequently  ap- 
proved. 

Secretary  Cisneros  has  also  begun  the  extremely  difficult  but  critical  task  of 
changing  the  bureaucratic  culture  at  HUD  from  one  which  is  process-oriented  to  one 
which  is  results-oriented.  Over  the  years,  we  came  to  know  HUD  as  the  agency 
which  usually  said  "no."  Now,  more  and  more,  HUD  is  saying  "yes."  Although  this 
transition  is  only  just  beginning  and  still  faces  a  long  and  difficult  road,  we  are 
grateful  for  the  difference  it  has  already  made. 

Recognizing  all  that  the  Administration  has  done  in  a  short  time,  there  are  still 
areas  which  need  further  attention.  I'd  like  to  discuss  some  of  these  this  morning. 

FHA  Multifamily  Portfolio  Management 

As  has  been  raised  in  several  Inspector  General  reports,  HUD  is  severely  deficient 
in  its  multifamily  portfolio  management.  This  deficiency  is  extremely  costly  to  the 
Federal  Government  because  it  contributes  to  the  default  rate  on  FHA-insured 
mortgages. 

The  three  keys  to  successful  portfolio  management  are  sufficient  staffing,  effective 
needs  assessment  and  risk  management,  and  approaching  a  project's  needs  com- 
prehensively and  creatively.  The  HUD  inventory  has  reached  its  current  distressed 
state  in  large  part  because  HUD  has  not  met  these  criteria. 

HUD's  portfolio  management  is  severely  impeded  by  inadequate  staffing.  It  is  not 
unusual  lor  HUD's  loan  servicing  staff  to  be  assigned  five  or  six  times  the  number 
of  properties  to  manage  as  are  HFA  staff.  At  MHFA,  loan  servicers  typically  handle 
about  16  properties,  while  loan  servicers  in  our  regional  HUD  office  handle  as  many 
as  80.  With  this  workload  it  is  impossible  to  give  properties  the  level  of  attention 
necessary  to  ensure  their  continued  financial  health.  Without  sufficient  staff,  HUD 
simply  cannot  manage  its  portfolio.  No  one  could. 

HUD  has  not  put  in  place  the  type  of  aggressive  risk  management  procedures  crit- 
ical to  preventing  losses.  As  do  other  HFA's,  we  closely  monitor  our  entire  multifam- 
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ily  inventory  and  take  immediate  corrective  action  when  a  property  begins  to  be- 
come distressed.  We  perform  an  annual  risk  analysis  which  ranks  the  health  of  all 
the  properties  in  our  portfolio.  A  property  which  collects  sufficient  risk  points  is  des- 
ignated as  troubled,  and  we  focus  our  staff  resources  most  intently  on  these  projects. 
Rather  than  following  a  strict  set  of  identical  procedures  for  each  project,  we  can 
adapt  the  level  of  scrutiny  to  the  project's  needs.  We  then  work  with  the  owner  and 
management  agent  to  develop  an  action  plan  to  bring  the  project  back  to  health. 

By  bringing  resources  to  bear  when  problems  first  arise,  we  greatly  reduce  the 
risk  of  paying  substantially  higher  costs  in  the  future.  Unfortunately,  HUD  has 
taken  the  opposite  approach  of  ignoring  problems  until  they  become  overwhelming. 
HUD  often  does  not  know  a  project  is  in  serious  decline  until  it  is  too  late  to  prevent 
default. 

One  of  the  weaknesses  of  HUD's  property  review  process  is  that  it  typically  fo- 
cuses only  on  the  physical  needs  of  properties  and  ignores  the  underlying  manage- 
ment problems.  Instead  of  conducting  a  comprehensive  physical  and  financial  re- 
view, HUD  staff  run  down  a  checklist  and  rarely  actually  visit  the  sites.  As  a  result, 
HUD  tends  to  reward  poor  management  by  providing  funds  to  correct  the  physical 
problems  of  the  properties  without  improving  their  management. 

A  key  factor  in  successful  portfolio  management  is  the  ability  to  move  quickly  to 
correct  problems.  At  MHFA,  if  a  property's  management  agent  is  incompetent  or 
misappropriates  funds,  we  remove  the  agent  immediately — sometimes  within  days. 
Although  HUD  has  the  authority  to  remove  such  managers,  its  procedures  are  cum- 
bersome and  usually  drag  on  indefinitely  while  the  property  deteriorates  into  de- 
fault. In  addition,  HUD  typically  allows  the  owner  and  manager  to  stay  in  place  as 
long  as  the  mortgage  payments  continue,  even  when  HUD  knows  that  the  property 
is  severely  deteriorated.  HUD  must  be  more  aggressive  in  requiring  that  owners 
maintain  their  properties  in  decent  condition  ana  take  adverse  action  when  the  own- 
ers are  delinquent.  In  addition,  HUD  should  look  for  positive  incentives  to  encour- 
age good  management.  For  example,  MHFA  provides  a  bonus  to  management  com- 
panies which  reduce  operating  costs  while  maintaining  overall  project  quality. 

Our  staff  are  not  constrained  by  prescriptive  regulations  but  are  expected  to  cre- 
atively put  together  the  most  effective  package  of  solutions.  In  contrast,  HUD  has 
stacks  of  handbooks  delineating  rigid  procedures  for  action.  Tied  to  these  cum- 
bersome handbooks,  HUD  is  usually  unable  to  take  timely  action  to  correct  prob- 
lems. HUD  should  put  in  place  systems  which  allow  management  creativity,  within 
reasonable  guidelines,  rather  than  prescriptive  procedures. 

HUD  is  aware  of  the  need  to  thoroughly  revamp  its  portfolio  management  process. 
We  have  met  with  HUD  staff  several  times  to  discuss  our  own  procedures  and  have 
shared  with  them  our  risk  analysis  process.  This  is  very  different  from  the  checklist 
HUD  staff  now  use.  We  are  hopeful  that  as  a  result  of  this  review  HUD  will  put 
in  place  effective  new  procedures. 

Revitalizing  Multifamily  Housing  Production 

As  financiers  of  low-income  rental  housing,  HFA's  have  a  substantial  stake  in  the 
availability  of  FHA  multifamily  mortgage  insurance.  As  we  testified  before  this 
Committee  last  year,  the  annual  volume  of  FHA  mortgage  insurance  dropped  dra- 
matically from  1987  to  1992.  During  this  same  period,  the  number  of  rental  units 
affordable  to  low-income  people  nationwide  decreased,  while  rent  burdens  increased. 
It  is  absolutely  critical  that  FHA  revitalize  its  multifamily  mortgage  insurance  pro- 
grams. 

HUD  has  taken  an  important  step  in  this  direction  by  quickly  implementing  the 
FHA/HFA  multifamily  risk-sharing  demonstration  program  Congress  approved  in 
late  1992.  Under  the  leadership  of  Secretary  Cisneros  and  Assistant  Secretary 
Retsinas,  HUD  has  gone  from  zero  to  full  implementation  of  this  program  in  less 
than  9  months.  Last  month  HUD  approved  28  State  and  5  local  HFA  s,  including 
the  Massachusetts  HFA,  to  participate  in  this  program.  Every  State  that  applied 
met  HUD's  standards  for  participation.  Participants  may  begin  processing  loan  ap- 
plications immediately. 

This  program  has  tremendous  potential  to  increase  the  availability  of  FHA  multi- 
family  insurance  and  thus  the  production  of  affordable  rental  housing.  In  Massachu- 
setts, we  will  use  the  program  to  finance  assisted  living  properties,  providing  hous- 
ing and  services  for  frail  elderly  persons.  This  will  enable  elderly  residents  to  avoid 
living  in  nursing  homes,  improving  their  quality  of  living  and  reducing  the  Medicaid 
budget.  We  will  also  use  the  program  to  finance  a  variety  of  projects  now  in  our 
pipeline.  Many  States  will  insure  mortgages  supporting  Tax  Credit  projects,  which 
often  have  difficulty  securing  financing.  Risk  snaring  will  also  be  used  to  acquire 
and  rehabilitate  existing  properties  that  might  otherwise  fall  out  of  the  affordable 
housing  stock. 
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As  we  commented  in  testimony  before  you  earlier  this  week,  we  recommend  that 
this  year  you  permanently  authorize  the  risk -sharing  program  and  remove  the  cap 
on  the  number  of  units  that  may  be  insured  under  it.  The  cap  was  established  be- 
cause the  former  Administration  opposed  the  risk-sharing  program  and  insisted  on 
limiting  it.  Such  an  arbitrary  limit  is  unnecessary  and  may  delay  production  of 
needed  affordable  housing.  Massachusetts,  for  example,  was  allocated  only  665  units 
this  year. 

HUD  should  be  given  the  discretion  to  approve  as  many  units  under  the  program 
as  it  determines  are  appropriate.  If  demand  is  high  in  the  next  3  years  and  HUD 
determines  that  the  program  is  operating  effectively,  it  should  not  be  limited  to  in- 
suring only  30,000  units  over  that  period. 

HOME  Investment  Partnerships  Program 

NCSHA  was  very  pleased  2  months  ago  when  HUD  at  last  agreed  to  change  the 
definition  of  commitment  under  the  HOME  program  to  one  essentially  consistent 
with  the  long-standing  definition  under  the  Community  Development  Block  Grant 
program.  The  earlier  definition  was  fundamentally  flawed  and  excluded  many  le- 
gally binding  obligations  of  State  and  local  HOME  funds.  This  made  it  appear  that 
a  relatively  small  amount  of  HOME  funds  were  committed,  when  in  fact  most  States 
considered  the  bulk  of  their  fiscal  year  1992  funds  and  in  some  cases  all  of  their 
fiscal  year  1993  funds  committed  last  year. 

Our  initial  euphoria  about  this  important  change  has  been  deflated,  however,  by 
HUD's  refusal  so  far  to  adjust  its  computer  system  to  reflect  this  change  and  its 
refusal  to  publicly  acknowledge  in  any  way  that  the  numbers  it  is  reporting  sub- 
stantially understate  the  actual  volume  of  HOME  commitments.  It  would  be  a  trag- 
edy for  Congress  to  reduce  HOME  funding  this  year,  as  HUD  has  proposed,  based 
on  these  inaccurate  numbers.  HUD  should  revise  its  cash  and  management  informa- 
tion system  to  count  funds  as  committed  when  they  meet  the  new  definition. 

Had  HUD  not  changed  the  commitment  definition,  it  would  have  had  to  begin  re- 
capturing and  reallocating  funds  which  States  and  localities  had  placed  under  con- 
tract with  project  sponsors,  causing  havoc  within  the  program  and  raising  serious 
questions  about  States'  legal  standing  vis  a  vis  project  sponsors  who  are  holding 
contracts  for  the  funds.  This  was  not  a  fiscal  year  1992  issue;  it  was  an  issue  which 
would  have  continued  to  arise  if  it  had  not  been  permanently  corrected  this  year. 
It  should  have  been  corrected  much  sooner. 

Under  the  definition  of  commitment  developed  by  the  previous  Administration,  a 
contract  between  a  jurisdiction  and  a  project  sponsor  for  that  project  sponsor  to  ad- 
minister HOME  funds  for  rental  assistance  or  assistance  to  first-time  homebuyers 
was  not  considered  a  binding  commitment  on  the  jurisdiction's  part.  The  commit- 
ment was  not  recognized  until  each  and  every  individual  tenant  or  homebuyer  had 
been  identified,  completed  his  or  her  paperwork,  and  been  entered  separately  (or  in 
batches  where  tenants  meet  certain  criteria)  in  HUD's  cash  management  system. 
This  departed  sharply  from  precedent,  and,  we  think,  from  a  common  sense  under- 
standing of  what  constitutes  a  commitment. 

The  Committee  should  also  know  that  it  typically  takes  the  Department  at  least 
6  months  to  release  the  HOME  funds  to  State  and  local  governments  after  they  are 
appropriated,  a  factor  which  slows  the  rate  of  commitment.  This  year,  States  began 
signing  their  funding  agreements  with  HUD  just  in  the  last  few  weeks,  and  some 
States  still  do  not  have  access  to  their  fiscal  year  1994  funds.  Although  a  number 
of  States  have  begun  accepting  applications  from  project  sponsors  for  fiscal  year 
1994,  obviously  they  will  not  be  able  to  complete  the  commitment  process  until  they 
have  access  to  the  funds.  HUD  should  speed  up  its  internal  procedures  and  make 
HOME  funds  available  weeks,  not  months,  after  Congress  appropriates  the  funds. 

Last  week,  HUD  told  this  Committee  that  fiscal  year  1992  HOME  funds  were 
available  to  States  on  October  1,  1991,  suggesting  that  States  have  had  more  than 
2  years  to  commit  the  funds.  In  fact,  since  the  fiscal  year  1992  HOME  funding  coin- 
cided with  the  first-ever  submissions  of  Comprehensive  Housing  Affordability  Strat- 
egies (CHAS)  and  HOME  program  descriptions,  the  earliest  any  State  signed  its 
HOME  funding  agreement  with  HUD  and  received  the  funds  was  in  March  1992. 
Most  States  received  their  funds  in  May,  June,  or  July  of  1992  and  some  received 
them  as  late  as  September.  States  received  their  fiscal  year  1993  funds  in  the  spring 
of  1993,  about  1  year  ago,  and  many  have  fully  committed  the  fiscal  year  1993  funds 
based  on  the  new,  appropriate  definition  of  commitment.  We  think  that  is  an  out- 
standing record. 

We  would  also  note  that  HUD  has  not  yet  made  available  any  of  the  fiscal  year 
1994  HOME  technical  assistance  funds  for  State  and  local  governments  and  non- 
profits. HUD  should  publish  these  immediately. 
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Cash  and  Management  Information  System 

The  rate  of  fund  commitment  under  HOME  has  been  slowed  by  numerous  prob- 
lems with  HUD's  cash  and  management  information  (C/MI)  system,  the  computer 
system  where  project  information  is  entered.  States  have  consistently  had  to  mail 
and  fax  project  information  to  HUD  two  and  three  times  because  HUD  kept  losing 
the  information.  Letters  from  HUD  warning  of  potential  project  cancellations  have 
frequently  gone  awry  because  HUD  had  the  wrong  addresses  for  HOME  administra- 
tors. HUD  also  requested  an  excessive  amount  of  information  on  tenants  assisted 
through  tenant-based  assistance  programs,  increasing  the  administrative  load. 

We  are  pleased  to  report  that  HUD  has  projects  in  progress  to  address  some  of 
these  problems.  For  example,  HUD  is  working  with  several  HOME  administrators 
to  test  software  to  allow  projects  to  be  set  up  online,  hopefully  eliminating  all  paper- 
work related  to  the  C/MI  system.  HUD  is  also  proposing  to  cut  back  on  the  amount 
of  data  it  requests.  Although  some  improvements  are  now  in  progress,  it  is  not  clear 
whether  the  Department  will  agree  to  fund  all  of  the  ones  proposed.  HUD  should 
make  funding  these  improvements  a  priority. 

Recommended  Regulatory  Changes 

There  are  still  several  regulatory  changes  HUD  could  make  that  would  ease 
HOME  program  administration.  For  example,  HUD  has  insisted  on  requiring  that 
single  family  homes  acquired  with  HOME  funds  meet  the  Section  8  Housing  Quality 
Standards  (HQS)  instead  of  the  FHA  appraisal  standards.  This  adds  an  unnecessary 
layer  of  requirements  and  additional  costs  for  first-time  homebuyers  and  program 
administrators.  The  FHA  appraisal  guidelines  provide  an  accepted  and  reasonable 
standard  for  ensuring  that  ownership  housing  is  decent,  safe,  and  sanitary.  HUD 
should  revise  the  rule  to  require  this  instead  of  HQS. 

In  addition,  while  the  HOME  statute  sets  the  initial  purchase  limit  for  ownership 
housing  at  95  percent  of  the  area  median  purchase  price,  HUD  has  established  an 
additional  requirement  that  the  "after-rehab"  value  of  the  property  not  be  more 
than  95  percent  of  the  area  median  purchase  price.  In  other  words,  a  participating 
jurisdiction  must  estimate  what  the  value  of  the  property  will  be  after  any  repairs 
are  made  and  ensure  that  it  does  not  exceed  the  purchase  price  limit. 

It  is  our  view  that  the  "after-rehab"  value  is  not  relevant  to  whether  the  property 
is  affordable  to  a  low-income  purchaser.  Obtaining  an  appraisal  of  what  the  prop- 
erty might  be  worth  in  the  future  based  on  repairs  that  have  not  yet  been  made 
is  difficult,  costly,  and  an  unnecessary  burden  for  the  participating  jurisdiction, 
project  sponsor,  and  low-income  homebuyer.  The  statutory  purchase  price  limit 
should  be  sufficient. 

We  also  continue  to  be  frustrated  that  HUD  has  defined  a  "project"  under  HOME 
as  an  undertaking  that  occurs  within  a  four-block  area.  This  definition  requires  ju- 
risdictions to  treat  scattered  site  housing  financed  as  one  project  with  one  project 
sponsor  as  several  projects  for  administrative  purposes.  This  results  in  unnecessary 
paperwork  for  both  the  project  sponsor  and  the  participating  jurisdiction.  Jurisdic- 
tions should  be  permitted  to  identify  for  themselves  what  constitutes  a  project. 

Section  8  Administrative  Issues 

Although  HUD  has  been  willing  to  discuss  developing  a  method  for  adjusting  fees 

F>aid  to  Section  8  contract  administrators  to  reflect  inflation,  HUD  has  not  yet  estab- 
ished  any  mechanism  for  such  adjustments.  This  means  that  HUD's  agents  respon- 
sible for  administering  these  contracts  and  overseeing  these  properties  are  not  re- 
ceiving increases  in  their  administrative  fees  to  reflect  increased  costs  caused  by  in- 
flation. HUD  should  move  quickly  to  remedy  this  situation. 

HUD's  current  system  for  establishing  Fair  Market  Rents  (FMR's)  is  severely 
flawed  and  can  result  in  FMR's  which  are  significantly  lower  than  actual  market 
rents  in  many  areas.  This  problem  showed  up  clearly  in  the  FMR's  HUD  published 
in  April.  Many  program  administrators  had  appealed  these  FMR's  when  they  were 
first  published  in  a  proposed  rule,  but  HUD  refused  to  modify  them  in  many  cases 
despite  the  sound  analyses  of  housing  prices  in  their  market  areas  which  the  admin- 
istrators submitted.  HUD  needs  to  establish  an  accurate  system  for  evaluating 
FMR's. 

Unreasonably  low  FMR's  discourage  landlords  from  participating  in  the  Section 
8  program,  making  it  more  difficult  for  recipients  to  find  suitable  housing  where 
they  can  use  their  assistance.  Discouraging  landlord  participation  at  the  same  time 
when  Secretary  Cisneros  is  developing  policy  to  increase  housing  choice  and  tenant 
mobility  is  contradictory  and  is  unfair  to  tenants.  HUD  should  freeze  current  FMR's 
for  areas  where  it  proposed  substantial  decreases  until  further  review. 
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Preservation 

Over  the  last  several  months  I've  participated  in  a  working  group  with  HUD  and 
other  parties  concerned  about  the  effective  implementation  of  the  Preservation  pro- 
gram. Although  this  working  group  has  been  nelpful,  I  am  concerned  that  it  is  fo- 
cused too  much  on  reducing  costs  and  not  enough  on  making  the  program  work. 

HUD's  preservation  processing  is  still  very  slow,  and  the  backlog  of  projects 
awaiting  processing  is  growing.  We  are  still  trying  to  convince  HUD  to  speed  the 
process  Dy  moving  forward  on  Congress'  mandate  that  HUD  delegate  authority  for 
processing  preservation  projects  to  those  HFA's  which  are  willing  and  able  to  take 
on  that  responsibility.  With  its  severe  staffing  constraints,  HUD  may  never  be  able 
to  fully  implement  the  program  without  this  assistance. 

As  we  have  consistently  over  the  past  few  years,  NCSHA  strongly  opposes  HUD's 
proposal  to  weaken  the  Low-Income  Housing  Preservation  and  Resident  Home- 
ownership  Act  (LIHPRHA)  by  reducing  the  Federal  cost  limits  to  100  percent  of 
FMR.  Currently,  the  cost  limit  is  the  higher  of  120  percent  of  FMR  or  120  percent 
of  the  prevailing  rent  in  the  relevant  local  market  area.  Each  year,  OMB  and  HUD 
propose  this  amendment,  and  each  year  Congress  rejects  it.  We  encourage  you  to 
reject  it  again.  This  proposal  is  made  worse  by  HUD's  corollary  proposal  to  elimi- 
nate the  mandatory  sales  process  and  the  special  grant  fund  reserved  for  projects 
that  exceed  the  limits. 

Reducing  the  cost  limits  will  allow  a  large  number  of  properties  to  fall  out  of  the 
low-income  inventory,  the  very  result  LEHPRHA  was  designed  to  prevent.  This  is 
a  problem  not  only  in  high-cost  areas  but  in  other  areas  where  the  FMR's  are  lower 
than  rents  in  a  neighborhood.  It  is  not  even  clear  that  this  proposal  will  result  in 
the  cost  savings  HUD  expects,  since  HUD  would  have  to  provide  Section  8  assist- 
ance to  any  displaced  tenants.  Substituting  tenant-based  assistance  cannot  make  up 
for  the  loss  of  projects  from  the  inventory,  nor  should  Congress  attempt  to  shift  the 
cost  of  this  Federal  responsibility  to  State  and  local  governments  as  HUD  proposes. 

Need  to  Update  Median  Purchase  Price  Limits 

States  rely  on  HUD  to  provide  data  to  the  Treasury  annually  to  update  the  me- 
dian area  purchase  price  limits  used  as  safe  harbors  for  the  MRB  program.  HUD 
is  chronically  late  in  updating  these  price  limits.  The  last  time  they  were  published 
was  in  April  1992.  States  are  now  relying  on  limits  that  are  2  years  out  of  date. 
HUD  must  make  it  a  priority  to  update  these  numbers  annually. 

The  other  problem  with  the  purchase  price  limits  is  that  the  data  they  are  derived 
from  is  incomplete.  This  data  is  collected  by  the  Federal  Housing  Finance  Board 
from  a  survey  of  lenders.  It  does  not  include  all  lenders,  and  many  covered  lenders 
do  not  report  their  data  regularly.  The  survey  only  covers  loans  closed  in  the  first 
5  days  of  the  month,  yet  a  higher  proportion  of  home  loans  close  at  the  end  of  the 
month  rather  than  the  beginning.  It  is  not  unusual  for  data  for  a  metropolitan  sta- 
tistical area  (MSA)  to  be  so  incomplete  that  the  MSA  is  wrapped  in  with  non-MSA's 
for  purposes  of  the  purchase  price  limit.  This  means  that  the  limit  in  some  MSA's 
is  lower  than  the  actual  median  purchase  price  in  that  area. 

If  the  process  for  calculating  the  median  purchase  price  limits  is  not  improved, 
some  States  would  like  to  have  the  option  of  determining  the  purchase  price  limits 
themselves.  We  would  like  to  further  explore  this  and  other  possibilities  for  improv- 
ing the  data. 

The  Consolidated  Plan 

HUD's  Office  of  Community  Planning  and  Development  has  invested  substantial 
staff  resources  in  the  last  year  in  developing  a  framework  to  consolidate  State  and 
local  housing  planning  requirements  under  its  jurisdiction.  While  we  have  not  op- 
posed this  process,  HUD  has  yet  to  clearly  show  us  that  it  will  be  any  improvement 
over  the  current  rules.  We  are  also  deeply  concerned  that  it  is  now  early  May,  and 
HUD  has  not  provided  any  definitive  guidance  to  States  about  what  they  will  be 
required  to  do  this  year. 

Most  States  normally  begin  the  process  of  updating  their  CHAS  by  March  or  April 
in  order  to  meet  the  fall  deadline.  To  complete  a  newly  designed  plan  incorporating 
both  community  development  and  housing  needs  this  year,  they  needed  a  final  rule 
describing  the  requirements  for  the  plan  several  months  ago.  HUD  now  says  that 
it  will  release  official  guidance  on  the  plan  in  late  May,  and  that  States  will  be  ex- 
pected to  produce  a  Consolidated  Plan  this  year.  If  the  State  can't  make  the  dead- 
fine,  it  can  request  a  waiver. 

This  policy  puts  States  in  the  politically  embarrassing  position  of  having  to  ask 
HUD  for  lenience.  Instead  of  trying  to  implement  this  ambitious  plan  this  year, 
HUD  should  give  States  adequate  time  to  comment  on  the  rule  and  make  it  effective 
next  year.  There  is  nothing  to  be  gained  from  rushing  the  plan  through  this  year. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  Diane  Voneida,  Commu- 
nity Development  Director  for  the  city  of  Rockford,  Illinois,  and  a  member  of  the 
National  Community  Development  Association  (NCDA)  Board  of  Directors  and 
Chair  of  the  HOME  Subcommittee. 

I  am  pleased  to  have  this  opportunity  to  provide  my  viewpoint  and  recommenda- 
tions to  the  Subcommittee  on  behalf  of  my  own  city  of  Rockford,  and  the  members 
of  the  National  Community  Development  Association  (NCDA)  on  actions  HUD  has 
taken  to  reform  the  Department's  management  and  the  impact  these  actions  may 
have  on  the  implementation  of  key  Federal  housing  and  community  development 
programs.  We  recognize  that  this  is  an  unprecedented  move  on  the  part  of  the  Sub- 
committee and  I  am  therefore  especially  pleased  that  you  have  asked  me,  on  behalf 
of  NCDA,  to  testify  regarding  HUD  management  issues.  We  wholly  support  this  ef- 
fort to  assess  HUD's  performance  from  the  viewpoint  of  "the  consumer. 

I  would  also  like  to  express  my  thanks  to  you,  Mr.  Chairman,  for  your  leadership 
in  support  of  the  important  Federal  housing  and  community  development  programs, 
particularly  for  outstanding  leadership  in  support  of  the  Home  Investment  Partner- 
ships (HOME)  program. 

NCDA  is  a  national  membership  organization  representing  more  than  500  local 
governments  that  administer  federally-supported  community  development,  housing, 
and  human  service  programs.  Since  1968,  NCDA  has  been  an  advocate  in  securing 
effective  and  responsive  housing  and  community  development  programs  for  local 
governments. 

Home  Investment  Partnerships  (HOME)  Program 

Mr.  Chairman,  NCDA  represents  hundreds  of  communities  that  strongly  sup- 
ported the  enactment  of  the  Cranston-Gonzalez  National  Affordable  Housing  Act  of 
1990,  which  brought  us  the  HONES  program  and  continue  to  stand  behind  the 
HOME  program  as  a  key  to  addressing  our  Nation's  growing  housing  crisis.  With 
enactment  of  the  HOME  program  a  housing  block  grant  structure  was  established 
which  provided  new  opportunities  to  State  and  local  governments  and  nonprofits  to 
address  their  housing  needs. 

Local  governments  continue  to  support  the  HOME  program  and  are  committed  to 
making  the  program  work  in  a  meaningful  fashion  in  our  local  communities.  With- 
out HOME,  communities  would  be  unable  to  leverage  the  kind  of  public  and  private 
resources  for  affordable  housing  that  are  necessary  to  address  housing  needs  in  a 
comprehensive  manner. 

Nearly  3V2  years  after  the  passage  of  the  National  Affordable  Housing  Act  of 
1990,  the  HOME  program  is  actively  working  in  communities  throughout  the  coun- 
try. For  instance,  consistent  with  the  primary  intent  of  the  program — expanding  the 
supply  of  affordable  housing — 60  percent  of  the  HOME  funds  are  currently  being 
used  for  rental  housing  projects,  26  percent  for  homeowner  rehabilitation,  and  14 

Rercent  for  first-time  homebuyer  programs.  According  to  HUD,  as  of  the  end  of 
larch  1994,  the  HOME  program  had  assisted  approximately  66,834  units  and  over 
$1,173  billion  of  HOME  funds  have  been  committed  for  housing,  leveraging  over 
$2,711  billion  in  additional  housing  funds. 

In  addition,  the  HOME  program  has  far  exceeded  the  income  benefit  targeting 
guidelines  laid  but  by  Congress  in  the  original  HOME  legislation.  According  to  a 
statistical  analysis  of  the  HOME  program  issued  by  HUD  in  February  1994,  over 
43  percent  of  the  HOME  funds  expended  have  gone  to  serve  those  persons  at  or 
below  30  percent  of  the  area  median  income  and  24  percent  for  those  persons  whose 
income  falls  at  50  percent  or  less  of  the  area  median.  In  terms  of  homeowner  activ- 
ity, the  benefits  are  more  evenly  distributed  with  37  percent  of  the  funds  serving 
those  persons  between  31-50  percent  of  the  area  median  and  27  percent  serving 
those  between  0-30  percent  ol  the  area  median  income.  These  impressive  figures 
provide  proof  of  the  effectiveness  of  this  Federal  housing  block  grant  program. 

Mr.  Chairman,  I  would  like  to  reiterate  some  of  the  issues  raised  by  my  fellow 
NCDA  members  regarding  HUD's  continued  use  of  the  "old  definition  of  commit- 
ment." Although  we  commend  HUD  for  "revising"  the  definition  of  commitment  for 
the  HOME  program  in  the  recent  interim  rule  to  allow  funds  to  be  committed  in 
a  more  reasonable  and  equitable  fashion,  we  are  extremely  concerned  that  the  De- 
partment has  made  no  effort  to  alter  the  C/MI  system  to  reflect  this  change.  With- 
out such  a  change,  HUD  will  continue  to  report  HOME  figures  based  on  the  "old 
definition"  of  commitment  and  will  be  unable  to  report  data  reflecting  commitment 
rates  under  the  new  definition,  in  essence,  preventing  actual  implementation  of  the 
new  definition. 

Mr.  Chairman,  I  would  also  like  to  register  my  distinct  alarm  with  the  Adminis- 
tration's authorization  request  of  $1  billion  for  HOME  in  fiscal  year  1995  and  fiscal 
year  1996.  This  represents  over  a  $1  billion  reduction  in  authorization  levels  for 
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HOME  from  the  fiscal  year  1992  and  fiscal  year  1993  authorization  levels  and  most 
certainly  sends  the  wrong  message  at  the  wrong  time  regarding  HOME  as  a  major 

Eroducer  of  housing  in  our  Nations  low-  and  moderate-income  communities.  As  you 
eard  in  my  earlier  comments  as  well  as  those  submitted  by  Marina  Carrott  on 
Tuesday,  the  HOME  program  is  providing  affordable  housing  for  thousands  of  indi- 
viduals and  families  throughout  the  Nation.  We  believe  that  such  a  low  authoriza- 
tion request  indicates  a  lack  of  commitment  on  the  part  of  the  Administration  to 
both  the  HOME  program  and  affordable  housing  in  general.  Isn't  HUD's  first  man- 
agement role  to  adequately  fund  and  support  it's  primary  programs? 

We  encourage  the  Senate  to  recommend  authorization  levels  similar  to  those  con- 
tained in  the  House  reauthorization  bill,  H.R.  3838,  of  $2.2  billion  in  fiscal  year  1995 
and  $2.3  billion  in  fiscal  year  1996. 

Mr.  Chairman,  several  of  the  HOME  recommendations  NCDA  submitted  on  Tues- 
day, in  conjunction  with  Marina  Carrott's  testimony,  I  believe,  contribute  to  the 
streamlining  of  HOME  program  operations.  They  include: 

•  Revising  the  existing  monitoring  requirements;  and 

•  Conforming  the  application  of  Davis-Bacon  for  land  costs  to  CDBG. 

I  encourage  you  to  consider  these  and  all  of  the  recommendations  submitted  by 
NCDA. 

In  a  survey  conducted  by  NCDA  last  year,  many  members  responded  to  the  ques- 
tion, How  can  HUD  administratively  facilitate  the  commitment  and  expenditure  of 
HOME  funds  better?  Some  of  the  suggestions  garnered  are  listed  below: 

•  Faster  issuance  of  regulations,  guidance  notices,  and  critical  policy  positions.  For 
example:  Economic  Development  Regulations — authorized  in  1992,  still  awaiting 
publication  of  the  proposed  rule;  HOME  Fifth  Interim  Rule,  proposed  in  April 
1993,  published  as  an  interim  rule,  April  19,  1994;  and,  the  CDBG  Formula  study, 
due  to  Congress,  July  1993,  still  awaiting  release. 

•  Better  interdepartmental  coordination.  For  example:  When  developing  the  Con- 
solidated Plan,  CPD  only  engaged  the  Offices  of  Public  Housing,  Housing,  and 
FHEO  at  the  conclusion  of  the  process,  even  though  programs  under  their  juris- 
diction could  be  affected.  We  are  not  recommending  a  method  of  Committee  deci- 
sionmaking, merely  increased  lines  of  communication  among  the  program  offices 
and  even  within  program  offices. 

•  Expedite  fund  availability  and  standardize  the  date  of  availability.  It  can  take  up 
to  15  months  from  the  time  of  appropriation  before  local  administrators  can  access 
grant  funds  (CDBG,  HOME,  etc.).  It  makes  it  difficult  for  localities  to  plan  on 
funding  streams,  when  they  could  become  available  at  any  given  time  over  an  ex- 
tended period. 

•  Continue  to  reduce  the  C/MIS  problems.  HUD  has  already  taken  several  steps  to 
improve  the  C/MI  system  and  we  encourage  them  to  continue  to  enhance  the  ca- 
pability and  value  of  this  powerful  data  management  system. 

We  commend  HUD  on  the  development  of  an  administrative  response  to  the  needs 
of  the  HOME  program  as  well  as  their  legislative  and  regulatory  initiatives,  which 
is  commonly  referred  to  as  the  "HOME  Action  Plan."  The  Action  Plan  is  an  attempt 
on  the  part  of  the  Administration  to  enhance  the  effectiveness  of  the  HOME  pro- 
gram and  facilitate  the  commitment  and  expenditure  of  funds  through  internal  ad- 
ministrative actions.  Already  HUD  has: 

•  Issued  a  compilation  of  all  of  the  currently  applicable  HOME  regulations  into  one 
document,  through  the  June  23,  1993,  regulation  and  we  encourage  them  to  issue 
another  compilation,  including  the  most  recent  interim  rule  as  quickly  as  possible; 
and, 

•  Accelerated  the  development  of  the  HOME  Model  Guidebooks. 

HUD  is  also  in  the  process  of  updating  the  HOME  Q's  and  A's,  although  this  has 
been  drastically  slowed  by  the  delays  in  the  Fifth  Interim  Rule.  Once  again  we  en- 
courage the  Department  to  produce  this  document  as  quickly  as  possible. 

The  Department  is  also  in  the  process  of  developing  peer  working  groups  and  cre- 
ation of  a  comprehensive  HOME  Public  Relations  Strategy  among  other  activities. 
We  should  also  commend  the  Department  on  the  creation  of  the  HOME  Information 
Center,  as  another  technical  assistance  resource  for  HOME  participating  jurisdic- 
tions (PJ's). 

Overall,  HUD  has  been  very  responsive  to  the  needs  of  HOME  program  adminis- 
trators in  terms  of  considering  legislative  and  regulatory  changes  and  in  the  last 
year  they  have  instituted  several  administrative  actions  which  have  proven  useful. 
However,  we  are  concerned  about  the  sincerity  with  which  the  Department  is  treat- 
ing the  HOME  program.  Both  Secretary  Cisneros  and  Assistant  Secretary  Cuomo 
have  gone  on  record,  recently,  voicing  their  disappointment  in  the  program.  Without 
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the  Department's  public  and  rhetorical  support  of  this  program — legislative,  regu- 
latory, or  management  changes  may  prove  less  significant.  We  encourage  both  the 
Subcommittee  and  HUD  to  truly  join  the  program  administrators  in  an  active  public 
relations  campaign  to  support  the  HOME  program  and  to  continue  to  administra- 
tively support  the  program. 

I  was,  however,  encouraged  by  the  remarks  made  at  the  NCDA  Annual  Con- 
ference last  week,  by  Gordon  McKay,  Director  of  Office  Affordable  Housing  Pro- 
grams— CPD,  who  suggested  that  we  step  back  from  the  minutia  of  daily  program 
management  and  look  at  this  tool  (HOME)  as  it  relates  to  affordable  homes  for  low- 
income  people. 

General  HUD  Management 

As  I  mentioned  earlier  in  my  statement,  I  am  pleased  to  be  here  to  comment  on 
HUD's  reinvention  efforts  and  other  management  issues.  As  you  well  know,  the  De- 

fiartment  of  Housing  and  Urban  Development  (HUD)  has  weathered  some  very  dif- 
icult  times  through  the  1980's,  with  repercussions  for  local  administrators  of  HUD 
programs.  We  were,  therefore,  heartened  with  the  appointment  of  Secretary  Henry 
Cisneros  and  the  promise  of  change  and  revitalization. 

NCDA  commends  the  Secretary  for  his  efforts  and  appreciates  the  magnitude  of 
his  task.  We  agree  with  many  of  the  persistent  problems  that  HUD  identified  in  the 
recent  report,  The  Transformation  of  HUD"  and  continue  to  encourage  a  close  and 
optimistic  working  relationship  with  the  Department  in  assisting  them  in  their  ef- 
forts. Nonetheless,  though  the  lines  of  communication  between  HUD,  the  practition- 
ers, the  public  interest  groups,  Congress,  and  others  have  been  opened  in  the  last 
15  months,  we  have  also  experienced,  at  times,  a  breakdown  in  communication  as 
well. 

I  would  like  to  take  this  opportunity  to  respond  to  HUD's  recent  statement  that 
"Congress,  interest  groups,  practitioners,  and  others  will  need  to  change  the  way 
they  do  business."  NCDA  and  its  members  support  change,  when  change  represents 
progress.  It  is  change  for  the  sake  of  change  we  do  not  support.  We  look  forward 
to  our  role  as  partner  in  HUD's  attempt  to  clarify  it's  mission  and  improve  it's  serv- 
ice, however,  we  will  continue  to  use  the  barometer  of  reality  and  practical  imple- 
mentation to  measure  any  and  all  of  their  new  initiatives. 

While  we  support  some  of  HUD's  new  initiatives  and  programs,  such  as  the  Eco- 
nomic Development  Initiative  (EDI)  and  the  HOME  loan  guarantee  proposal,  we  are 
also  cognizant  of  and  sensitive  to  the  cost/benefit  ratio  of  these  provisions  as  well. 
It  will  not  be  possible  to  pay  for  these  new  programs  and  adequately  fund  the  exist- 
ing formula  programs  which  positively  serve  large  populations  of  low-  and  moderate- 
income  persons.  Considering  the  tight  budget  environment,  NCDA  believes  that  the 
limited  resources  available  for  housing  and  community  development  must  not  be  di- 
verted from  the  proven  delivery  system.  In  addition,  we  recognize  that  new  pro- 
grams require  substantial  staff  time  to  develop  and  administer  for  both  HUD  staff 
and  local  practitioners.  We  encourage  the  Department  to  weigh  carefully  the  fund- 
ing and  staff  resources  available  to  accomplish  their  ambitious  agenda  and  we  hope 
that  HUD  will  provide  the  time  and  commitment  necessary  to  make  their  innovative 
changes  meaningful. 

Mr.  Chairman,  having  prefaced  my  remarks  with  some  cautious  comments,  I 
would  like  to  commend  the  Department  for: 

•  Eliminating  "the  filter  of  regional  bureaucracy"  and  restructuring  the  HUD  field 
organization; 

•  Increasing  the  volume  of  communication  with  the  grantees,  nonprofit  organiza- 
tions, local  governments,  etc.; 

•  The  emphasis  on  entrepreneurial  programs,  a  concept  that  many  local  program 
administrators  have  worked  with  for  years;  and, 

•  The  increased  ability  to  leverage  private  dollars. 

We  are  also  supportive  of  the  Department  in  their  development  of  a  "management 
plan"  and  their  locus  on  "performance  versus  process."  However,  we  warn  against 
the  use  of  measures  that  cannot  be  quantified  or  easily  identified  or  those  activities 
over  which  HUD  and/or  the  grantees  have  little  control.  For  example,  some  of  those 
measures  identified  in  the  "Transformation  Report,"  e.g.  increased  citizen  participa- 
tion or  capacity  building  to  improve  the  design  of  the  urban  and  rural  environments. 
NCDA  would  like  to  extend  the  offer  to  work  with  the  Department  and  this  Sub- 
committee in  the  development  of  appropriate  performance  measures  and  criteria. 

HUD  Staff  Reorganization 

Mr.  Chairman,  I  would  like  to  commend  Secretary  Cisneros  on  the  speed  with 
which  he  began  the  Department's  reorganization  and  "reinvention"  of  itself.  The  De- 
partment was  ahead  of  virtually  every  other  Federal  agency  in  their  "self-analysis" 
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and  "performance  review."  The  overall  goal  to  streamline  HUD  operations,  thereby 
eliminating  unnecessary  paperwork  and  related  layers  of  review,  is  both  admirable 
and  imperative. 

According  to  the  latest  report  regarding  the  reorganization,  which  includes  details 
pertaining  to  the  reorganization  of  each  individual  HUD  program  office,  it  was 
noted  that  Assistant  Secretary  Andrew  Cuomo  vested  the  Field  CPD  Directors  with 
more  responsibility  and  accountability  for  the  delivery  and  management  of  pro- 
grams. He  has  granted  the  authority  to  award  grants,  issue  sanctions,  and  provide 
technical  assistance.  What  remains  unclear  is  whether  or  not  CPD  Field  Directors 
will  have  waiver  authority  or  whether  that  duty  will  remain  in  Headquarters?  And 
will  the  varying  levels  of  authority  from  office  to  office  (e.g.  Office  of  Housing  Field 
Directors  may  have  more  and  or  different  authority  than  CPD  Field  Directors)  cre- 
ate an  unnecessary  level  of  confusion? 

We  would  like  CPD  to  clarify  the  role  of  the  new  "program  coordination  unit,"  pro- 
posed in  HUD's  "Transformation  Report"  and  designed  to  provide  a  direct  link  be- 
tween the  field  and  the  Assistant  Secretary  and  the  composition  of  the  "expert" 
team  proposed  by  HUD.  How  will  the  program  coordination  unit  function  and  co- 
ordinate with  the  program  offices?  How  will  this  method  of  communication  differ 
from  a  direct  line  from  the  program  offices  to  the  Assistant  Secretary?  Who  will 
compose  the  expert  team? 

NCDA  is  supportive  of  the  Department's  new  focus  on  the  Field  Offices,  their 
empowerment,  and  higher  waiver  authority.  Initially,  we  were  uncertain  as  to  how 
this  new  waiver  authority  will  actually  impact  the  time  in  which  and  extent  to 
which  waivers  will  be  granted.  However,  we  have  found  that  already,  community 
development  and  housing  directors  in  several  locations  across  the  country  have 
noted  a  renewed  spirit  in  the  HUD  Field  Offices  and  a  notable  change  in  attitude. 
Field  responses  to  questions  and  issues  are  moving  more  quickly  and  we  are  notic- 
ing the  benefits  of  "Field  Empowerment."  Nevertheless,  we  are  also  concerned  as  to 
whether  or  not  there  is  a  mechanism  for  checks  and  balances  regarding  local  deci- 
sionmaking. Will  the  Field  Offices  have  exclusive  authority  or  will  Headquarters  act 
as  an  "arbiter"  in  any  potential  disputes  over  Field  Office  decisions? 

With  delegating  such  authority  to  the  Field  Offices,  HUD  runs  the  risk  of  policy 
misinterpretation  and/or  multiple  policies.  We  merely  caution  HUD  to  be  wary  of 
the  delicate  balance  between  empowerment  and  flexibility  and  uniformity  and  com- 
petence in  policymaking. 

We  are  also  anxious  regarding  the  potential  impacts  of  the  staff  reductions 
planned  (16,000  positions  over  the  next  5  years)  in  an  agency  that  has  already  expe- 
rienced a  severe  loss  in  resources,  both  human  and  fiscal  in  the  last  12  years.  One 
of  our  key  recommendations  to  the  Subcommittee  and  HUD  is  tu  bolster  the  number 
of  field  employees  rather  than  cut  staff,  while  increasing  their  level  of  training  as 
well.  NCDA  is  sensitive  to  the  severe  budget  constraints  to  which  the  Department 
is  beholden,  however,  the  HUD  field  staff  need  more  support  and  training  to  ade- 
quately serve  the  needs  of  the  grantees  and  the  public.  Efforts  to  streamline  and 
consolidate  aside,  in  most  Field  Offices,  CPD  staff,  as  well  as  others,  are  overworked 
and  undertrained.  Perhaps  the  Department  can  consider  "reshuffling"  or  cross-train- 
ing staff.  For  instance,  since  many  of  the  Secretary's  new  initiatives  are  adminis- 
tered by  CPD,  then  local  CPD  staffs  should  be  increased,  while  those  Divisions 
which  are  losing  programs  could  forfeit  staff.  Or,  perhaps  staff  can  be  shifted  from 
Headquarters  or  from  another  region  to  better  balance  need  with  available  re- 
sources. 

According  to  recent  reports  from  the  Department,  CPD  field  staff  will  also  have 
an  increased  role  in  providing  training  and  technical  assistance  to  grantees.  Al- 
though NCDA  is  very  supportive  of  increased  training  and  technical  assistance,  in 
many  instances  we  are  not  convinced  that  it  should  or  can  be  adequately  conducted 
by  field  staff.  Many  HUD  field  staff  are  competent,  dedicated,  and  knowledgeable 
professionals,  however,  they  are  also  the  products  of  years  of  neglect  and  in  many 
cases  their  own  training  needs  far  exceed  those  of  the  grantees.  I  personally  have 
worked  with  HUD  field  staff  in  two  regions  and  found  them  willing  to  help  in  any 
way  they  could;  however,  they  themselves  would  be  the  first  to  admit  their  need  to 
update  their  skills  and  increase  their  understanding  of  how  the  various  HUD  pro- 
grams actually  work  or  fail  to  work,  as  the  case  may  De. 

Mr.  Chairman,  we  encourage  HUD  to  facilitate  increased  technical  assistance  on 
the  field  level,  however,  we  recommend  that  this  be  balanced  with  increased  train- 
ing, adequate  funding,  and  improved  travel  budgets  for  field  staff  as  well.  (Further 
details  regarding  technical  assistance  and  training  to  grantees  are  covered  in  a  sub- 
sequent section  of  the  testimony.) 

According  to  the  "Transformation  Report"  just  issued  by  HUD,  CPD's  field  struc- 
ture will  be  organized  to  better  reflect  "CPD's  key  initiatives:  consolidated  urban 
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and  regional  plans,  community  viability,  empowerment  zones,  community  and  eco- 
nomic development,  job  creation,  and  reorganized  programs  for  the  homeless."  Will 
the  program  office  structure  be  replaced  by  an  "initiative  structure"? 

According  to  HUD,  the  adoption  of  consolidated  planning  will  enable  CPD  to 
streamline  approvals,  reports,  and  paperwork.  NCDA  is  not  convinced  that  the  Con- 
solidated Plan,  nor  the  other  "consolidation"  efforts  will  in  fact  decrease  paperwork, 
since  new  requirements  have  been  created  along  with  the  deletion  of  others. 

Consolidated  Plan 

Mr.  Chairman,  as  you  are  aware,  HUD  began  in  August  1993  to  actively  pursue 

lans  to  develop  a  new  consolidated  and  streamlined  planning  document  that  com- 

ines  the  Comprehensive  Housing  Affordability  Strategy  (CHAS),  the  non-housing 
Community  Development  (CD)  plan,  the  Community  Development  Block  Grant 
(CDBG)  final  statement,  the  HOME  Investment  Partnerships  (HOME)  program  de- 
scription, the  applications  for  the  Emergency  Shelter  Grant  (ESG)  program,  and  the 
Housing  Opportunities  for  Persons  With  AIDS  (HOPWA)  program.  Many  grantees, 
including  myself,  were  part  of  the  Grantee  Consultation  Meetings,  held  regionally 
throughout  the  count^'  oy  HUD  in  early  October  and  November. 

This  past  fa!!,  IIUD  contracted  with  the  American  Institute  of  Architects  (ALA), 
the  American  Planning  Association  (APA),  and  the  Urban  Institute  to  develop  the 
consolidated  planning  proposal.  ALA  and  APA  subsequently  asked  NCDA  ana  sev- 
eral other  national  public  interest  groups  to  review  the  document  and  provide  feed- 
back. Following  this  exchange,  ALA  and  APA  presented  several  drafts  of  the  docu- 
ment to  HUD  and  grantees  for  their  feedback.  In  February  and  then  again  in  April, 
a  group  of  local  practitioners  met  with  nonprofit  representatives  and  HUD  staff  to 
work  out  the  details  of  the  Consolidated  Planning  Document.  However,  the  final 
conclusion  of  this  process  still  remains  unclear. 

During  the  last  9  months,  NCDA  has  been  actively  involved  with  the  Department 
in  the  development  of  the  Consolidated  Plan  and  Submission  document.  We  are  sup- 
portive of  the  goals  of  streamlining,  simplification,  and  consolidation  to  maximize 
the  use  and  distribution  of  resources,  however,  we  have  not  been  convinced  that  the 
proposed  process  will  in  fact  accomplish  this  goal. 

According  to  CPD  staff,  "the  underlying  reason  for  consolidating  the  planning,  ap- 
plication, and  reporting  requirements  of  housing  and  community  development  for- 
mula-based programs  is  to  allow  communities  receiving  those  funds  to  identify  hous- 
ing and  community  development  needs,  develop  priorities,  and  appropriately  allo- 
cate scarce  resources  in  a  comprehensive  and  more  intelligent  framework."  It  would 
appear  to  us  that  the  consolidated  process  has  become  a  method  for  "strategic  plan- 
ning, increased  citizen  participation,  and  neighborhood-based  programming  rather 
than  paperwork  reduction. 

Mr.  Chairman,  it  is  difficult  for  NCDA  or  individual  practitioners  to  comment  in 
a  meaningful  fashion  regarding  the  value  and/or  potential  impact  of  the  Consoli- 
dated Plan  and  Submission,  since  it  is  "a  moving  target."  However,  the  Department 
has  indicated  that  they  intend  to  publish  a  proposed  rule  within  the  next  3  to  4 
weeks,  and  NCDA  looks  forward  to  the  opportunity  to  substantively  comment  on 
this  rule  and  supporting  guidance  at  that  time.  In  the  meantime  there  are  several 
general  issues/questions  regarding  the  consolidation  that  we  would  like  to  take  this 
opportunity  to  raise.  They  include: 

•  Can  CPD  truly  streamline  the  application,  planning,  and  reporting  processes 
without  statutory  changes? 

•  Will  the  Consolidated  Plan  actually  decrease  work  load  or  is  it  a  reinvention  of 
already  existing  local  comprehensive  planning  processes? 

•  Given  the  time  frame  of  local  planning  procedures  and  program  years  is  HUD  still 

?lanning  a  fiscal  year  1995  implementation  date  for  the  Consolidated  Plan? 
here  needs  to  be  coordination  of  the  Consolidated  Plan  and  the  Fair  Housing 
Plan  which  will  be  required  for  all  communities  in  1994  or  1995,  according  to  Sec- 
retary Cisneros'  Management  Plan. 

•  There  is  still  little  understanding  regarding  how  the  plan  will  be  monitored  and 
how  the  reporting  requirements  will  be  integrated  into  the  plan.  What  is  HUD's 
criteria  for  an  acceptable  plan? 

I  would  like  to  provide  the  Subcommittee  with  further  details  regarding  these  is- 
sues in  the  near  future  and  will  submit  those  comments  to  you  in  writing. 

Technical  Assistance  and  Training  for  Grantees 

In  order  to  further  enhance  and  develop  a  strong  network  of  housing  providers, 
we  firmly  believe  that  extensive  training  and  technical  assistance  must  he  provided 
on  a  continuous  basis,  to  States  and  local  governments  as  well  as  nonprofit  devel- 
opers. NCDA,  in  conjunction  with  a  number  of  national  State  and  local  government 
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organizations,  with  the  support  of  HUD,  have  recently  created  the  National  Afford- 
able Housing  Training  Institute  (NAHTI),  a  HOME  technical  training  organization. 
This  entity  will  coordinate  and  monitor  training  and  technical  assistance  efforts  for 
States  and  local  governments  to  further  expedite  the  use  of  HOME  funds.  We  appre- 
ciate the  Congressional  support  for  this  important  effort  and  hope  to  share  with  you 
a  list  of  our  upcoming  technical  assistance  activities  in  the  near  future. 

Mr.  Chairman,  in  section  806  of  the  HUD  bill,  there  is  a  request  for  authority 
to  divert  a  portion  of  housing  program  funds  Congress  has  authorized  for  technical 
assistance  and  training  for  program  recipients  to  training  of  its  own  staff.  While  we 
strongly  support  training  of  HUD  staff,  this  funding  should  be  provided  in  HUD's 
administrative  accounts,  not  at  the  expense  of  program  recipients.  In  many  cases 
HUD  staff  are  invited  to  attend,  oftentimes  free  of  charge,  training  that  is  provided 
by  interest  groups  and  sometimes  funded  through  HUD  technical  assistance  awards. 
However,  often  field  staff  are  unable  to  attend  as  a  result  of  travel  restrictions  or 
other  reasons.  Rather  than  diverting  training  funds,  we  encourage  the  Department 
to  further  enable  field  staff  to  take  advantage  of  other  training  opportunities  and 
we  will  work  with  them  to  increase  those  opportunities. 

We  have,  however,  also  been  concerned  over  the  holdup  of  funding  to  provide  tech- 
nical assistance  and  training  and  the  apparent  lack  of  accessibility  to  local  adminis- 
trators. The  assistance  provided  to  local  administrators  through  several  national 
consulting  organizations  on  contract  with  HUD,  must  be  requested  through  the 
HUD  Field  Offices.  Many  Field  Offices  and  local  PJ's  appear  to  be  unaware  of  this 
technical  assistance  and  the  methods  of  accessing  it.  These  resources  can  prove  very 
useful  to  the  administration  of  local  programs  and  we  urge  the  Department  to  dis- 
seminate these  and  all  training  monies  expeditiously  and  to  make  both  the  PJ's  and 
other  related  parties  fully  aware  of  its  availability  and  the  best  way  to  utilize  these 
resources. 

Reorganization  of  the  Stewart  B.  McKinney  Homeless  Assistance  Act 

NCDA  would  like  to  commend  HUD  in  undertaking  the  reorganization  of  the 
Stewart  B.  McKinney  homeless  programs  and  I  emphasize  our  commitment  to  work 
with  the  Department  of  Housing  and  Urban  Development  and  Congress  to  ensure 
success  in  achieving  a  "continuum  of  care"  approach  to  the  needs  oT  the  homeless. 
Although  NCDA  is  supportive  of  HUD's  decision  to  reform  the  existing  system  of 
assistance  to  the  homeless  and  reorganize  the  HUD  McKinney  programs,  we  are 
concerned  about  the  duplicative  and  burdensome  nature  of  some  of  the  provisions 
contained  in  HUD's  legislation  and  have  several  questions  regarding  the  details  con- 
tained in  the  legislation. 

Similar  to  the  comments  we  have  made  regarding  the  Consolidated  Planning  and 
Submission  document  also  proposed  by  CPD,  we  assert  that  the  McKinney  reorga- 
nization must  represent  a  net  reduction  in  work  load  and  must  protect  the  funding 
base  in  order  to  be  beneficial  and  useful  to  local  administrators.  We  recognize  that 
the  current  system  does  not  adequately  address  the  needs  of  the  homeless,  however, 
there  is  concern  that  this  potentially  complicated  and  unwieldy  system  outlined  in 
the  HUD  bill  will  not  address  those  needs  either.  There  is  also  significant  concern 
that  HUD  has  not  provided  enough  time  to  develop  such  a  complex  concept.  We  urge 
the  Subcommittee  to  refer  to  the  testimony  submitted  by  NCDA  on  Tuesday  for  fur- 
ther details  regarding  the  Association's  position  on  this  matter. 

Conclusion 

We  thank  you  again,  Mr.  Chairman,  for  the  opportunity  to  present  the  views  of 
the  National  Community  Development  Association  (NCDA)  on  HUD  management  is- 
sues, the  implementation  implications  of  the  Consolidated  Plan,  and  other  HUD  ac- 
tions, statutory,  regulatory,  or  administrative  which  have  an  important  impact  on 
the  local  operation  of  CDBG,  HOME,  and  other  HUD  housing  and  community  devel- 
opment programs.  We  look  forward  to  your  continued  support  and  leadership  in  ad- 
dressing the  critical  community  development  and  affordable  housing  needs  in  our 
communities. 
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Thank  you,  Mr.  Chairman,  for  the  opportunity  to  be  here  today.  My  name  is  Rich- 
ard C.  Gentry,  and  I  am  the  Executive  Director  of  the  Richmond  Redevelopment  and 
Housing  Authority  in  Richmond,  Virginia.  I  am  also  Senior  Vice  President  of  the 
National  Association  of  Housing  and  Redevelopment  Officials,  on  whose  behalf  I  am 
testifying. 

I  am  pleased  to  be  here  to  testify  on  the  reinvention  of  HUD  and  the  legislative 

f>roposals  being  considered  by  this  Subcommittee  as  you  reauthorize  HUD  programs 
or  the  coming  year.  Attached  for  your  information  is  a  full  listing  of  the  NAHRO 
recommended  authorization  levels  for  the  programs  we  administer. 

Let  me  now  discuss  some  legislative  proposals  which  will  go  a  long  way  toward 
improving  the  programs  we  administer. 

Rent  Reform  for  Public  Housing 

The  HUD  proposal  would  enable  the  "working  poor"  to  live  in  public  housing 
while  earning  income  and  accumulating  funds  to  ultimately  move  up  and  out.  We 
applaud  this  proposal.  NAHRO  strongly  endorses  rent  reform,  but  in  a  more  com- 
prehensive manner  than  proposed  by  HUD.  Our  proposal  is  as  follows: 

Ceiling  Rents 

Ceiling  Rents  permit  an  agency  to  encourage  the  working  poor  to  remain  in  public 
housing  until  they  can  stabilize  their  budgets,  accumulate  savings,  and  prepare  to 
move  to  market  rate  housing.  At  the  same  time,  it  is  hoped  and  believed  that  allow- 
ing working  residents  to  remain  in  public  housing  a  little  longer  provides  role  mod- 
els to  those  beginning  to  seek  self  sufficiency. 

Ceiling  Rents  should  be  implemented  at  the  locality's  option.  Also,  local  housing 
authorities  (LHA's)  could  make  ceiling  rents  apply  for  a  specified  time  period  or  in- 
definitely. Ceiling  rents  are  to  be  set  on  a  project  by  project  basis  in  one  of  three 
ways: 

•  cover  debt  service/operating  costs 

•  between  80th  and  90th  percentile  of  rents  paid  by  all  residents  in  the  project 

•  rent  reasonableness  test  (comparable  market  rents) 

Earned  Income  Exclusion 

Income  Exclusions  are  key  tools  to  removing  barriers  to  employment  as  it  allows 
those  returning  to  work  to  focus  on  their  newly  increased  income  on  work  related 
goods  and  services  such  as  transportation  and  day  care.  Since  rent  is  based  on  in- 
come, income  deductions  for  employed  residents  help  to  appropriately  reflect  real  de- 
ductions from  income,  such  as  Social  Security  and  other  taxes.  Oftentimes  youth 
find  their  employment  results  in  increased  rent  for  their  families,  which  discourages 
them  from  finding  or  keeping  employment.  Therefore,  we  recommend  a  special  de- 
duction for  employed  youth. 

Earned  Income  Exclusion  should  be  implemented  nationwide  (mandatory)  as  fol- 
lows: 

•  EMPLOYED: 

—  20  percent  per  family,  including  singles 

—  30  percent  per  two-parent  family,  both  employed 

—  10  percent  elderly 

•  YOUNG  ADULTS:  " 

—  ages  18-21:  100  percent  exclusion 

—  ages  21-24:  phase  out 

•  JOB  TRAINEES: 

—  100  percent  exclusion  while  in  training 

These  exclusions  are  to  be  implemented  beginning  with  the  first  lease  anniversary 
date  after  enactment  of  the  law. 

FOR  PREVIOUSLY  UNEMPLOYED  PERSONS,  EXCLUDE  100  PERCENT  OF 
EARNED  INCOME  (FREEZE  RENT  AT  PRE-EMPLOYMENT  LEVEL)  FROM 
RENT  CALCUIATIONS  FOR  UP  TO  2  YEARS.  Exclusion  begins  upon  employment 
and  ends  after  the  second  lease  anniversary  date  following  commencement  of  em- 
ployment. 

Mandatory  Piiase-in  of  Rent  Increases 

In  conjunction  with  the  rent  reform  tools  described  above,  NAHRO  believes  in  a 
mandatory  phase-in  of  rent  increases.  This  will  avoid  a  sudden  rent  increase  that 
could  throw  a  family's  budget  into  crisis,  which  could  very  well  defeat  the  purpose 
of  rewarding  work. 

At  a  minimum,  we  believe  there  should  be  a  3-year  period  to  phase  in  rent  in- 
creases after  a  lower  rent  ends,  such  as  the  expiration  of  the  100  percent  income 
exclusion  for  the  newly  employed  resident,  or  the  expiration  of  a  ceiling  rent.  The 
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phased-in  rent  increases  shall  be  computed  proportionately,  based  on  the  number 
of  years  of  phase-in  and  on  the  difference  between  the  newly  computed  rent  owed 
(based  on  30  percent  of  income  after  permanent  deductions  described  above)  and  the 
lower  rent  level. 

Regulatory  Relief  for  Local  Housing  Agencies 

Every  Administration,  both  Democratic  and  Republican,  have  endorsed  regulatory 
relief  for  a  variety  of  public  and  private  constituencies.  Nevertheless,  the  past  dec- 
ade and  a  half  has  produced  more  rules  and  paperwork  for  local  housing  authorities 
as  new  Federal  mandates  were  promulgated,  new  HUD  programs  proliferated,  and 
a  "gotcha"  mentality  pervaded  our  HUD  overseers. 

Congress  contributed  to  this  morass  by  legislating  in  minute  detail  the  specifics 
of  new  and  current  programs  in  an  effort  to  ensure  that  HUD  followed  congressional 
intent.  The  result,  however,  has  been  inordinate  and  burdensome  costs  in  personnel, 
time,  and  paperwork  for  both  LHA's  and  HUD. 

NAHRO  suggests  four  areas  for  regulatory  relief: 

1.  A  proclaimer  process  by  LHA's  for  compliance  with  HUD  rules. 

LHA  s  would  certify,  as  part  of  their  HUD  program  application,  that  they  are  com- 
plying with  and  will  continue  to  comply  with,  HUD  rules.  They  would  be  subject 
only  to  an  annual  post-activity  audit  by  an  independent  auditor.  This  should  de- 
crease the  need  for  HUD  field  staff  to  monitor  so  many  programs,  agencies,  and 
other  criteria  so  frequently.  It  would  free  up  HUD  to  focus  on  program  monitoring 
and  technical  assistance  to  troubled  agencies  and  others  requesting  assistance. 

2.  LHA's  should  be  authorized  to  share  50  percent  of  the  savings  they  achieve 
through  efficient  management.  Currently,  all  savings  must  be  deducted  from  operat- 
ing subsidies  and  returned  to  the  U.S.  Treasury.  This  removes  an  added  incentive 
to  LHA's  to  find  and  achieve  program  savings.  It  is  in  keeping  with  the  "reinventing 
Government"  theme. 

3.  For  the  Public  Housing  Modernization  program,  Congress  should  authorize 
cash  fungibility  between  fiscal  years  for  local  housing  authorities.  This  would  enable 
them  to  move  ahead  with  major  repairs  and  replacements  to  public  housing  sites 
that  are  ready  to  go,  while  deferring  those  which  have  situations  causing  delay.  All 
modernization  projects  would  have  to  be  in  the  LHA's  approved  5-year  plan. 

For  example,  a  local  agency  may  propose  modernizing  a  public  housing  building 
in  Year  One  which  still  has  residents  living  in  it.  The  Year  Two  program  might  pro- 
pose a  new  roof  for  another  public  housing  building  which  would  not  require  reloca- 
tion of  residents.  Under  the  NAHRO  proposal,  the  LHA  could  proceed  with  the  Year 
Two  work  using  Year  One  modernization  monies.  Currently,  this  is  not  permitted 
and  contributes  to  delays  in  the  modernization  of  public  housing,  which  has  a  back- 
log estimated  by  HUD  at  $21  billion. 

4.  For  Public  Housing  Development,  Congress  should  authorize  LHA's  to  certify 
their  compliance  with  Federal  environmental  and  historic  preservation  laws.  Cur- 
rently, they  must  wait  up  to  6  months  for  HUD  approval  of  their  proposals,  for 
which  the  LHA's  have  previously  prepared  impact  statements. 

The  HUD  Fiscal  Year  1995  Budget  and  Legislative  Proposals 

I  turn  now,  Mr.  Chairman  and  Members  of  the  Subcommittee,  to  the  budget  re- 
leased by  the  President  on  February  7. 

While  NAHRO  is  pleased  that  the  bottom  line  of  proposed  funding  is  $1  billion 
more  than  the  current  fiscal  year,  we  are  shocked  at  how  public  housing  programs 
have  been  short-changed  in  that  HUD  budget.  With  the  exception  of  Indian  public 
housing  and  drug  elimination  grants,  which  hold  steady  at  this  year's  level,  alt  other 
public  housing  accounts  are  reduced. 

First  and  foremost,  we  are  deeply  disturbed  by  the  proposed  cutback  in  Public 
Housing  Operating  Subsidies.  This  formula  funding  makes  up  the  difference  be- 
tween what  it  costs  to  keep  the  heat  and  lights  on,  the  trash  removed,  the  grounds 
maintained,  the  building  secured,  and  the  rents  paid  by  low-income  residents  who, 
by  law,  may  not  pay  more  than  30  percent  of  their  income  for  rent.  Without  account- 
ing for  inflation,  the  proposed  budget  for  operating  subsidies  is  at  least  $344  million 
below  the  need,  and  would  be  less  than  84  percent  of  full  formula  funding  under  the 
Performance  Funding  System  created  by  Congress! 

The  1.4  million  families  and  seniors  currently  living  in  public  housing  will  feel 
the  brunt  of  such  a  reduction.  It  is  unconscionable  that  this  Administration  would 
propose  such  a  reduction. 

Second,  the  Public  Housing  Modernization  program  takes  a  major  hit  in  the  fiscal 
year  1995  proposed  funding.  It  would  be  cut  14  percent  and  a  new  $85  million  ear- 
mark would  lop  off  even  more  money  for  a  new  program.  Secretary  Cisneros  himself 
acknowledged,  in  testimony  before  the  House  Budget  Committee  on  March  9,  that 
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just  to  keep  pace  with  the  modernization  backlog  of  $21  billion  requires  annual 
funding  of  $3.2  billion.  NAHRO  believes  at  least  $4  billion  is  needed  in  fiscal  year 
1995  in  mod  funding. 

NAHRO  supports  the  Administration's  proposal  to  use  modernization  funds  for  re- 
placement of  housing  units  that  were  otherwise  in  need  of  modernization.  There  are 
clearly  some  instances  when  it  is  more  effective,  efficient,  and  more  locally  accept- 
able to  demolish  and  rebuild  units.  The  use  of  modernization  funds  for  this  purpose 
can  be  rationalized  on  the  basis  that  this  is  a  manner  of  dealing  with  the  mod- 
ernization backlog.  We  would,  however,  want  to  discuss  conditions  under  which  this 
provision  could  be  utilized. 

NAHRO's  reaction  to  the  proposal  to  mortgage  future  modernization  funding  for 
carrying  out  unfunded  modernization  is  preliminarily  positive.  We  have  made  simi- 
lar suggestions  in  the  past.  However,  two  caveat;  one,  that  there  should  not  be  a 
requirement  for  a  locality  to  back  the  loan  with  a  guarantee.  The  modernization 
backlog  is  primarily  a  function  of  years  of  underfunded  programs  and  is  a  Federal 
responsibility,  not  a  local  one.  The  rationale  that  this  guarantee  will  bring  the  local- 
ity to  the  table  and  make  it  a  part  of  the  process  is  spurious.  Localities  are  at  the 
table  and  working  with  LHA's  to  address  the  problems  of  their  local  programs  as 
much  as  resources  will  permit.  Localities  do  not  have  the  debt  capacity  to  guarantee 
such  loans  and  should  not  be  placed  into  that  position. 

Three  years  after  it  was  initiated,  the  Community  Development  Section  108  Loan 
Guarantee  program  was  specifically  amended  to  eliminate  the  requirement  that  a 
community  pledge  its  full  faith  and  credit,  or  revenues  acceptable  to  HUD,  as  secu- 
rity. In  lieu  of  this,  Congress  substituted  the  requirement  that  the  community 
pledge  its  current  and  future  CDBG  funds.  The  same  should  be  true  for  this  pro- 
gram. Second,  the  ability  of  LHA's  to  borrow  from  future  funding  should  not  be  the 
basis  for  underfunding  the  program  and  using  current  resources  which  should  go 
to  modernization  for  other  purposes.  That  is  wliat  the  Administration's  budget  pro- 
poses this  year. 

A  substantial  portion  of  our  Nation's  1.4  million  public  housing  units  are  now  40 
to  50  years  old.  They  have  been  a  weigh  station  for  millions  of  low-income  Ameri- 
cans on  their  way  up  and  out  during  those  years.  Much  of  it  has  been  successfully 
modernized  during  those  years,  as  the  life  cycle  of  any  residential  building  requires 
major  upgrade  about  every  20  years.  The  estimated  public  investment  in  our  Na- 
tion's public  housing  stock  is  $4  billion. 

The  modernization  program  rehabilitates  housing  and  generates  jobs  in  thousands 
of  local  communities,  employing  building  suppliers,  architectural  and  engineering 
services,  and  the  building  trades.  NAHRO  members  have  led  the  way  in  ensuring 
that  minority  contractors  participate  fully  in  this  major  program  and  that  public 
housing  residents  are  employed  as  apprentices  to  learn  job  skills  which  will  enable 
them  to  gain  economic  independence.  The  STEP-UP  program,  sponsored  by  HUD, 
the  Labor  Department,  and  NAHRO  is  getting  off  the  ground  now  in  several  U.S. 
cities.  For  example,  Chicago's  program  has  been  underway  for  almost  2  years  and 
Baltimore  is  about  to  embark  on  its  STEP-UP  program. 

This  Subcommittee  and  the  Clinton  Administration  in  the  past  have  recognized 
the  job  stimulus  and  investment  value  of  the  Public  Housing  Modernization  pro- 
gram and  have  proposed  additional  funding  for  the  program  to  "jump  start"  our 
economy.  So,  it  is  indeed  troubling  to  see  this  program  take  a  hit  in  the  President's 
budget. 

Third,  the  Public  Housing  Development  I  Acquisition  account  would  be  slashed  31 
percent  to  the  insignificant  level  of  1,754  units  for  the  entire  countryl  There  are  1 
million  families  and  seniors  on  waiting  lists  nationwide  for  this  permanently,  afford- 
able low-rent  housing.  In  Los  Angeles  alone,  the  waiting  list  for  public  housing  num- 
bers 20,000  families. 

This  account  is  essential  to  enable  LHA's  to  add  to  the  supply  of  low-rent  housing 
by  acquiring  and  building  homes  on  scattered  sites;  replacing  aging,  poorly  sited 

Eublic  housing  on  a  one-tor-one  basis  as  required  under  the  law;  and  permitting 
HA's  to  acquire  HUD,  RTC,  and  other  foreclosed  homes  for  low-income  reuse  in 
towns,  cities,  and  counties  across  the  U.S. 

The  Reagan-Bush  Administration  led  an  assault  on  this  proven  program  for  the 
past  decade  in  their  budget  proposals.  We  had  hoped  for  much  better  treatment 
from  the  Clinton  Administration. 

Mr.  Chairman,  you  recognize  the  value  of  the  Public  Housing  Development  and 
Acquisition  program  as  the  primary  source  of  permanently,  affordable  low-rent 
housing.  The  program  in  fiscal  year  1995  should  be  authorized  at  a  level  that  will, 
at  least,  enable  us  to  continue  at  a  minimum  level  of  7,400  units. 

Fourth,  the  Section  8  Rental  Assistance  program  would  be  subverted  in  several 
ways  by  the  Administration's  proposals.  The  administrative  fee  is  essential  to  the 
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successful  operation  of  this  program  which  houses  more  than  3.1  million  households 
in  the  private  housing  market.  The  fee  compensates  LHA's  for,  among  other  things, 
the  costs  of: 

1.  Determining  applicants'  income  eligibility  and  annually  recertifying  Section  8 
residents'  income; 

2.  Counseling  applicants  about  housing  opportunities  in  the  local  community  and 
ensuring  they  have  full  access  to  the  rental  market; 

3.  Outreach  to  landlords  to  participate  in  the  program  by  renting  to  Section  8 
holders; 

4.  Annual  Housing  Quality  Standard  (HQS)  inspections  of  those  Section  8  homes 
and  apartments; 

5.  Carrying  out  Federal  mandates  such  as: 

a.  Determining  Federal  preferences  of  applicants  for  Section  8  housing; 

b.  Billing  and  paperwork  for  a  growing  number  of  "portable"  Section  8  residents 
who  have  relocated  out  of  or  into  the  jurisdiction;  and 

c.  Implementing  the  Family  Self-Sufficiency  program  which  is  a  prerequisite  for 
all  LHA's  receiving  new  Section  8  rental  assistance. 

The  HUD  budget  would,  inexplicably,  reduce  this  fee!  This  Subcommittee  is  well 
aware  of  the  importance  of  this  fee  to  the  successful  operation  of  the  Section  8  pro- 
gram in  each  Member's  State.  We  urge  you  to  reject  any  proposal  to  tinker  with 
this  fee  precipitously  and  without  full  justification.  To  date,  none  has  been  offered 
by  HUD  or  the  Office  of  Management  and  Budget.  In  fact,  NAHRO  currently  is  so- 
liciting proposals  for  a  major  national  study  of  the  cost  of  administering  the  pro- 
gram. Unfortunately,  a  study  of  this  magnitude  will  take  some  time  for  completion 
and  the  results  will  not  be  available  until  next  year. 

Compounding  this  potential  problem,  the  Administration  states  its  intention  to  re- 
duce the  percentile  of  local  market  rents  at  which  the  Section  8  Fair  Market  Rents 
(FMR's)  would  be  set.  Currently,  FMR's  are  set  at  45  percent  of  local  market  rents. 
NAHRO  believes  this  percentile  should  be  increased,  rather  than  decreased,  in  order 
to  ensure  that  Section  8  residents  have  access  to  a  broader  share  of  the  rental  mar- 
ket. This  was  very  evident  last  year  when  Members  of  this  Committee,  and  HUD, 
heard  over  2,500  complaints  about  the  rebenchmarking  or  resetting  of  the  fiscal 
year  1994  FMR's.  HUD  received  formal  appeals  affecting  669  FMR  areas  with  jus- 
tification for  changing  those  low  FMR's.  It  is  clear  that  participants  in  the  program 
cannot  find  units  at  the  reduced  rates.  If  HUD  and  OMB  have  their  way,  Fair  Mar- 
ket Rents  will  be  lowered  and  Section  8  residents  will  be  concentrated  in  pockets 
of  poverty.  This  contradicts  the  Department's  commendable  efforts  to  expand  afford- 
able housing  opportunities  for  low-income  and  minority  residents,  and  to  enforce  our 
Nation's  fair  housing  and  lending  laws.  We  urge  this  Subcommittee  to  reject  this 
ill-conceived  proposal. 

Further  troubling  to  us  is  the  proliferation  of  set-asides  within  the  Section  8  ac- 
count for  special  needs  groups  and  special  programs.  Rather  than  rely  on  the  good 
judgment  of  LHA's  to  determine  the  special  needs  in  their  particular  communities, 
HUD  and  Congress  have  continued  to  create  new  programs  and  then  set  aside  Sec- 
tion 8  funds  for  them.  This  has  the  effect  of  dictating  to  localities  in  a  "father  knows 
best"  way,  who  should  receive  Section  8  assistance.  It  also  reduces  the  limited  funds 
available  for  fair  sharing  to  localities  nationwide. 

The  HUD  budget  for  fiscal  year  1995  would  set  aside  25,000  units  of  the  proposed 
70,000  new  units  of  Section  8  for  such  special  groups,  leaving  only  45,000  net  new 
units  to  be  fair  shared.  There  are  800,000  eligible  applicants  currently  on  waiting 
lists  nationwide  for  this  rental  assistance  program,  who  are  hoping  that  this  Con- 
gress will  provide  a  substantial  increase  in  net  new  Section  8  units.  These  continued 
set-asides  thwart  that  effort. 

NAHRO  has  consistently  told  the  Congress  and  the  Administration  that  new  pro- 
grams must  be  funded  with  new  money.  The  proposed  set-asides  for  the  AFL-CIO 
Pension  Fund  (with  15-year  contracts),  for  "homeless  housing"  (above  and  beyond 
the  proposed  doubling  of  McKinney  funds),  and  other  special  purposes  would  con- 
tinue to  erode  what  once  was  a  national  rental  assistance  program  into  a  series  of 
small,  special  purpose  programs,  each  requiring  program  rules,  separate  funding 
rounds,  and  separate  grant  applications.  This  goes  against  the  grain  of  reinventing 
Government  and  devolving  more  decisionmaking  and  responsibility  for  programs  to 
the  local  level. 

It  would  be  far  less  onerous  and  in  keeping  with  the  reinvention  effort  for  Con- 
gress to  state  who  should  be  eligible  for  the  program  and  leave  it  to  local  discretion 
to  tailor  the  program  to  each  community's  specific  needs. 
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The  fourth  area  of  the  HUD  fiscal  year  1995  proposal  is  new  program  initiatives. 
By  HUD's  count,  HUD  is  proposing  14  new  initiatives  to  be  authorized  at  a  total 
cost  of  $3.2  billion. 

In  another  time,  with  the  Federal  deficit  under  control  and  more  generous  HUD 
budget  authority,  many  of  us  would  be  jumping  for  joy  at  these  proposals.  But  the 
cold,  hard  facts  of  life  are  that  these  program  proposals,  if  enacted,  are  certain  to 
eat  into  the  funding  of  current,  proven  programs.  Further  set-asides,  earmarks,  and 
reductions  of  current  programs  are  the  only  way  to  pay  for  new  initiatives,  as  we 
all  know.  And  that,  Mr.  Chairman  and  Members  of  this  Subcommittee,  is  simply 
unacceptable.  It  is  particularly  ironic  that  HUD  proposes  more  than  $3  billion  in 
new  programs  at  the  same  time  it  cutspublic  housing  by  $1.4  billion,  provides  for 
no  one-for-one  replacements,  cuts  HOME  by  $275  million,  and  effectively  adds  only 
45,000  net  new  Section  8  units  to  the  Nation's  housing  supply. 

The  U.S.  Advisory  Commission  on  Intergovernmental  Relations  (ACER)  recently 
reported  that  the  Federal  aid  system  had  506  micro-grants  in  1992 — 82  more  than 
in  1980 — out  of  a  total  of  553  Federal  aid  grants.  Those  506  micro-grants  were  fund- 
ed by  only  10  percent  of  total  Federal  aid  money.  ACIR  documented  a  trend  in  hous- 
ing programs  toward  more  and  smaller  grants. 

An  ACER  member  was  quoted  as  saying  "Money  is  tight,  but  peewee  grants  still 
breed  like  rabbits.  .  .  .  While  Federal  aid  to  local  governments  has  declined  steeply 
since  1978,  special  interests  and  Federal  micromanagers  have  tightened  their  grip 
by  dividing  up  the  pie.  .   .   .  Federal  help  of  this  sort  is  counterproductive." 

The  challenge  to  this  Subcommittee  and  its  House  counterpart  is  to  set  priorities 
for  what  it  believes  the  mission  of  HUD  should  be  and  tailor  programs  to  that  mis- 
sion. You  must  ask  hard  and  critical  questions  of  yourselves  and  HUD  to  define  the 
problem(s)  and  to  relate  the  proposed  solution  or  program  to  that  problem  with  clear 
outcomes,  costs,  and  benefits  identified. 

The  HUD  Inspector  General  has  repeatedly  identified  the  proliferation  of  pro- 
grams coupled  with  a  decline  in  HUD  staffing  as  a  material  weakness  in  the  per- 
formance of  the  Department  of  Housing  and  urban  Development.  We  all  need  to 
proceed  cautiously  here  as  we  seek  to  reinvent  HUD  and  ourselves  and  develop  cre- 
ative approaches  to  stretch  HUD  resources  further  and  achieve  the  most  return  on 
this  crucial  Federal  investment. 

Merged  Section  8  Rental  Assistance  Program 

NAHRO  has  long  supported  a  merger  of  the  Section  8  Certificate  and  Voucher 
programs.  We  believe  this  will  simplify  the  program  for  residents,  landlords,  HUD, 
and  LHA's.  And  it  will  reduce  the  paperwork  and  administrative  costs  of  admin- 
istering two  separate  programs.  The  HUD  proposal  addresses  most  of  the  issues  in 
terms  of  a  merged  program.  However,  we  have  some  additional  comments: 

1.  The  Fair  Market  Rent  for  each  local  housing  market  should  be  increased  to  the 
50th  percentile  of  the  area's  local  rents.  It  is  currently  set  at  45  percent  and  HUD 
proposes  to  reduce  the  share  of  the  rental  market  to  40  percent.  We  disagree  strong- 
ly with  the  HUD  proposal,  which  will  have  the  effect  of  further  concentrating  the 
poor  in  certain  parts  of  town  and  limiting  their  choice  of  housing.  The  Department's 
proposed  reduction  would  subvert  the  Department's  efforts  to  spearhead  fair  hous- 
ing and  "moving  to  opportunity"  initiatives. 

2.  FMR  setting  could  be  done  by  the  LHA,  rather  than  HUD,  in  many  instances. 
It  should  be  an  option  in  your  bill,  with  the  rents  subject  to  HUD  disapproval.  The 
local  housing  authority  is  on-site  in  the  housing  market,  knows  the  market  rents, 
and  is  best  equipped  to  determine  reasonable  FMR's.  The  HUD  proposal  does  not 
permit  this.  We  urge  that  it  do  so  to  relieve  HUD  of  a  burdensome  task  which  con- 
sumes enormous  amounts  of  staff  time  and  money — something  the  Department  can 
ill  afford  to  spend  on  non-critical  missions. 

3.  Furthermore,  the  bill  should  provide  for  submarket  rent-setting.  This  feature 
would  match  rents  more  closely  to  the  specific  neighborhood  and  avoid  overpayment 
and  underpayment  of  Section  8  rental  assistance. 

4.  Residents  seeking  to  rent  housing  in  better  neighborhoods  with  more  amenities 
and  close  to  the  resident  family's  school,  place  of  worship,  shopping,  and  work 
should  be  permitted  to  pay  not  less  than  30  percent  but  not  more  than  50  percent 
of  their  income  for  rent.  This  is  based  on  a  "rent  reasonableness"  test  by  the  LHA 
for  the  market  in  which  the  housing  unit  is  located. 

5.  The  bill  should  set  a  date  certain  for  HUD  rulemaking  to  implement  a  merged 
Section  8  program. 

6.  The  portability  provision  should  require  a  local  agency  to  absorb  without  re- 
placement bv  HUD,  up  to  5  percent  of  their  Section  8  allocation  or  25  percent  of 
turnover  before  HUD  replaces,  from  a  Headquarter's  pot,  the  units  utilized  by  par- 
ticipants moving  from  another  jurisdiction.  If  HUD  were  to  replace  all  certificates/ 
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vouchers  from  incremental  units,  there  would  probably  not  be  enough  annual  appro- 
priations to  cover  individuals  other  than  those  moving  among  jurisdictions. 

Community  Partnerships  Against  Crime  (COMPAC) 

NAHRO  concurs  with  the  broadening  of  the  Public  Housing  Drug  Elimination 
Program  (PHDEP)  to  a  generic  crime  deterrence  and  reduction  program  in  public 
housing  (COMPAC).  We  are  concerned,  however,  that  this  proposal  of  HUD  limits 
the  bulk  of  the  funding  to  157  "large"  LHA's.  HUD,  in  discussions  with  NAHRO, 
has  made  it  clear  that  it  intends  to  funnel  most  of  this  new  program  to  "large" 
LHA's  that  manage  more  than  1,250  public  housing  units. 

In  doing  so,  the  Department  will  hamper  and,  in  some  cases,  terminate  ongoing 
efforts  to  reduce  crime  under  the  current  grant  program  in  hundreds  of  other  public 
housing  communities,  simply  because  they  fail  to  meet  the  1,250  unit  threshold. 
Nine  States  have  no  "large  housing  authorities,  12  other  States  have  only  one,  and 
another  six  have  only  two  "large"  LHA's. 

As  proposed,  COMPAC  will  deny  funds  to  many  suburban  metropolitan  area 
LHA's  with  equally  serious  crime  problems.  In  the  5-year  history  of  this  program, 
1,278  of  the  Nation's  3,400  public  and  Indian  housing  agencies  have  never  received 
a  grant. 

NAHRO  proposes  that  COMPAC  be  structured  as  follows: 

1.  All  LHA's  with  HUD-approved  5-year  crime  reduction/deterrence  plans  be  eligi- 
ble for  formula  funding,  or  at  least  those  with  250  units  or  more.  The  plans  would 
be  subject  to  HUD  disapproval  similar  to  the  Comprehensive  Housing  Affordability 
Strategy  (CHAS)  requirement  under  the  HOME  program. 

2.  Funding  should  be  at  a  $325  million  level  for  fiscal  year  1995.  This  amount 
should  include  $10  million  for  technical  assistance — 10  percent  for  assisted  housing 
and  the  balance  for  LHA's.  If  there  is  a  formula  for  only  those  with  over  250  units, 
85  percent  of  the  pot  should  be  devoted  to  those  agencies  with  5  percent  of  the  pot 
going  to  smaller  agencies  on  a  competitive  basis. 

3.  Grants  would  be  renewable  up  to  4  subsequent  years,  subject  to  annual  HUD 
performance  reviews. 

CDBG  Allocations  Based  on  the  1990  Census 

As  you  know,  Mr.  Chairman,  the  1992  Act  required  HUD  to  report  to  this  Sub- 
committee on  CDBG  allocations  resulting  from  use  of  1990  census  data.  That  report 
has  not  been  forthcoming  as  yet.  The  concern  is  that  many  communities  are  likely 
to  experience  sudden  sharp  decreases  in  their  CDBG  funding. 

NAHRO  proposes  a  2-year  hold  harmless  for  those  formula  entitlement  commu- 
nities, holding  them  harmless  at  100  percent  in  Year  One  and  50  percent  in  Year 
Two,  once  the  1990  census  data  is  used  for  CDBG  formula  allocations. 

Public  Housing  Modernization  Formula  Revision 

We  urge  this  Subcommittee  to  revise  the  mod  formula  to  require  HUD  to  factor 
in  the  following  costs: 

1.  Lead  paint  testing,  abatement,  disposal,  worker  training,  and  insurance; 

2.  Accessibility  for  the  disabled  required  by  section  504  of  the  Rehabilitation  Act 
and  the  Americans  with  Disabilities  Act; 

3.  Hazardous  material  abatement  required  under  the  Superfund. 
Furthermore,  we  believe  the  Public  Housing  Vacancy  Reduction  program,  which 

is  a  set-aside  within  the  mod  account,  should  be  abolished.  The  Severely  Distressed 
Public  Housing  program,  which  is  operational  and  in  its  second  year  of  funding,  ef- 
fectively addresses  the  problem  for  which  this  set-aside  was  intended. 

Public  Housing  Operating  Subsidy  Revisions 

The  Performance  Funding  System  (PFS)  was  created  by  Congress  in  1975  to  for- 
mula fund  2,900  local  housing  authorities  where  resident  rental  payments  do  not 
cover  the  costs  of  management,  maintenance,  and  utilities  of  the  public  housing  in 
which  they  live.  The  PFS  has  not  been  revised  since  then,  yet  a  number  of  new  Fed- 
eral mandates  and  escalating  costs  have  made  it  necessary  to  revisit  this  formula. 

NAHRO  urges  this  Subcommittee  to  include  in  the  PFS  the  following  items: 

1.  LHA  employee  benefits; 

2.  Residents  income  adjustments  mandated  by  the  National  Affordable  Housing 
Act  (NAHA); 

3.  Rental  revenue  reductions  resulting  from  rent  reforms; 

4.  Service  coordinator  costs  for  Family  Self-Sufficiency,  Mixed  Populations,  and  el- 
derly public  housing  programs; 

5.  Deferred  maintenance; 

6.  Utility  costs  of  air  conditioning. 
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Congress  should  direct  HUD  to  engage  in  negotiated  rulemaking  to  revise  the  Per- 
formance Funding  System. 

Section  811  Program 

NAHRO  objects  to  the  limitation  of  eligibility  of  this  program  solely  to  nonprofit 
entities.  HUD's  proposed  legislation  would  repeal  the  tenanCbased  assistance  portion 
of  the  section  811  program  for  which  LHA's  were  eligible  to  apply.  Now,  more  than 
ever,  LHA's  need  additional  resources  for  supportive  housing  for  persons  with  dis- 
abilities. HUD  has  issued  the  final  rule  on  designated  housing.  LHA's  wishing  to 
designate  mixed  population  buildings  solely  for  the  elderly  must  offer  other  housing 
resources  to  applicants  with  disabilities.  Trie  section  811  program  is  an  outstanding 
opportunity  to  address  this  problem. 

This  program,  combined  with  the  proposed  merged  Section  8  program,  which 
would  provide  an  estimated  65,266  net  new  units  are  essential  components  of  the 
solution  to  the  growing  problem  of  mixed  populations. 

Restore  the  Consolidated  Supply  Program 

In  connection  with  HUD  and  local  agencies'  efforts  to  expedite  the  obligation  of 
modernization  funds  and  return  public  housing  units  to  occupancy,  we  urge  Con- 
gress to  restore  the  HUD  Consolidated  Supply  Program  (CSP). 

This  voluntary  bulk  procurement  program  was  created  administratively  by  HUD 
in  1965  and  abruptly  terminated  by  the  Bush  Administration.  It  enables  local  hous- 
ing authorities  to  purchase  standardized  items  used  in  modernizing  public  housing 
from  HUD-certified  suppliers.  Products  include  such  items  as  kitchen  stoves,  cabi- 
nets, bath  fixtures,  and  appliances.  Purchases  can  include  installation  of  the  items 
as  well. 

The  CSP  reduced  costs  and  paperwork  to  LHA's  because  they  did  not  need  to  have 
in-house  procurement  and  contracting  officers.  Nor  did  they  have  to  go  through  the 
time-consuming  and  elaborate  three-bid  procedure  to  decide  on  the  lowest  bidder. 
These  costs  savings  were  particularly  important  to  small-  and  medium-sized  LHA's, 
numbering  more  than  3,100  nationwide. 

The  demise  of  the  CSP  has  hampered  and  delayed  procurement  under  the  mod- 
ernization program.  This  request  is  more  important  now  because  we  have  been  ad- 
vised that  the  Office  of  Management  and  Budget  (OMB)  has  refused  to  approve  the 
legislative  effort  to  permit  LHA's  to  purchase  from  the  GSA  schedule  which  was  one 
of  the  justifications  HUD  used  when  killing  the  CSP  program. 

Lead  Paint  Testing  Deadline  Extension 

The  1987  Act  required  all  LHA's  to  test  a  random  sample  of  its  family  public 
housing  (more  than  800,000  units  nationwide)  to  determine  if  lead  was  present  in 
the  paint  in  those  units.  A  deadline  of  December  of  1994  was  set  for  this  sample 
testing  to  be  completed. 

A  number  of  issues  immediately  arose  in  connection  with  this  mandate.  For  one, 
this  new  Federal  mandate  did  not  come  with  new  money.  The  level  of  lead  consid- 
ered toxic  to  children  was  revised  downward  by  the  Federal  Government  in  the  en- 
suing time  period.  The  sensitivity  of  testing  instruments  and  laboratories  got  better 
during  the  same  period.  Worker  training  programs  began  to  be  developed  in  the 
proper  procedures  to  test  and  abate  while  protecting  both  current  residents,  as  well 
as  the  workers  themselves. 

The  LHA  has  no  special  funding  to  abate  lead  paint,  and  must  rely  on  its  mod- 
ernization program,  which  was  not  planned  with  this  mandate  in  mind  and  for 
which  Federal  formula  funding  does  not  include  the  costs  of  abatement. 

NAHRO  suggests  the  deadline  be  revised  to  direct  LHA's  to  complete  random  test- 
ing of  family  public  housing  within  1  year  of  receipt  of  modernization  or  Comprehen- 
sive Improvement  Assistance  Program  (CIAP)  funds  for  this  purpose. 

Furthermore,  we  urge  this  Subcommittee  to  direct  HUD  to  factor  into  the  mod- 
ernization formula  (section  509  of  NAHA)  the  costs  of  lead-based  paint  testing  and 
abatement  and  to  include  that  cost  in  its  annual  budget  proposal  to  Congress. 

Thank  you  for  the  opportunity  to  be  here  to  share  our  views  with  you. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 
FROM  NICHOLAS  P.  RETSINAS 

Q.l  A.  On  April  15,  HUD  completed  its  reorganization  of  its  field 
office  structure.  Under  the  new  structure,  the  field  staff  will  no 
longer  report  to  a  regional  or  area  office  manager  but  will  instead 
report  to  the  Program  Assistant  Secretaries  in  Headquarters.  How 
will  disputes  within  a  HUD  field  office  be  resolved,  for  example,  be- 
tween Community  Planning  and  Development  and  Housing? 
A.1  A.  It  will  be  the  responsibility  of  the  field  office  Housing  pro- 
gram directors  to  coordinate,  cooperate,  and  negotiate  workload  pri- 
orities with  the  other  program  directors  and  to  involve  the  State/ 
Area  Coordinators  and  Secretary's  Representative  if  necessary.  It  is 
expected  that  the  persons  selected  for  the  program  director  posi- 
tions will  be  sufficiently  skilled  to  achieve  conflict  resolution  at  the 
field  office  level.  In  those  instances  where  resolution  cannot  be 
achieved,  the  matter  will  need  to  be  raised  to  Headquarters. 

Q.I.B.  How  will  the  new  structure  ensure  coordination?  For  exam- 
ple, what  mechanism  will  there  be  to  take  coordinated  action  on  a 
city  block  where  there  is  a  distressed  public  housing  project  and  an 
FHA-assisted  building? 

A.I.B.  The  Secretary's  Representatives  and  State/Area  Coordina- 
tors are  responsible  for  coordinated  cross-program  service  delivery 
within  their  jurisdictions.  Headquarters  is  taking  steps  to  insure 
cross-program  coordination.  The  Department  has  instituted  weekly 
Management  Committee  meetings  with  the  participation  of  all  As- 
sistant Secretaries  with  the  express  purpose  of  promoting  and  eval- 
uating cross-program  coordination.  Secretary  Representatives, 
State/Area  Coordinators,  and  program  directors  will  have  similar 
meetings  and  are  expected  to  maintain  sound  working  relation- 
ships in  sharing  program  information  and  resolving  cross-program 
issues. 

Q.l.C.  What  will  be  the  reporting  structure  within  your  offices? 
How  will  you  communicate  with  80  different  offices? 

A.I.C.  Housing  staff  in  the  field  will  report  directly  to  Head- 
quarters. In  most  offices,  the  multifamily  and  single  family  pro- 
gram directors  will  report  directly  to  their  program  Deputy  Assist- 
ant Secretaries  in  Headquarters.  In  the  larger  offices,  the  program 
directors  will  report  to  a  Director  of  Housing  in  the  field  office  who 
will  in  turn  report  to  the  Assistant  Secretary.  To  enable  Head- 
quarters to  manage  this  new  relationship,  new  positions  have  been 
created.  There  will  be  five  outstationed  Field  Information  Advisors 
(FIA's)  that  will  report  to  the  Assistant  Secretary  and  provide  ad- 
vice and  information  on  field  operations,  although  they  will  not 
have  any  program  or  administrative  authorities.  The  program  Dep- 
uty Assistant  Secretaries  will  also  have  field  management  staffs  in 
their  offices  that  will  provide  a  support  and  coordination  function 
for  the  field  offices. 

Q.2A.  How  is  HUD  assuring  that  staff  get  the  technical  training 
they  need? 

A.2.A.  Housing  is  working  closely  with  the  newly  established  HUD 
Training  Academy  to  provide  quality  program  technical  training  to 
raise  staff  skill  levels.  A  partnership  has  been  developed  with  the 
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University  of  Maryland  to  provide  a  concentrated  four-course  cer- 
tificate program  in  housing  and  community  development.  HUD 
staff  and  State  and  local  officials  will  participate  in  this  program. 
Housing  has  established  an  Appraiser  Certification  program  for 
multifamily  appraisers.  Housing  is  also  working  with  the  Federal 
Credit  Management  Institute  operated  by  the  Department  of  the 
Treasury's  Financial  Management  Service  in  developing  a  certifi- 
cation process  for  Federal  Loan  Officers  (Asset  Managers). 

Q.2.B.  What  is  HUD  doing  to  get  the  field  staff  to  become  partners 
with  local  entities? 

A.2.B.  The  Department  is  implementing  several  new  initiatives  to 
promote  partnerships  between  HUD  and  local  entities.  Housing  has 
recently  approved  33  State  and  local  housing  finance  agencies  for 
participation  in  our  new  risk-sharing  demonstration  under  section 
542(c)  of  the  Housing  and  Community  Development  Act  of  1992  to 
develop  affordable  rental  housing.  Most  of  the  underwriting  on 
these  loans  will  be  performed  by  our  local  partners  with  HUD  field 
staff  limited  to  environmental  assessments  and  ministerial  func- 
tions such  as  endorsement  of  the  note  for  insurance.  On  June  14 
and  15,  the  Department  also  entered  into  agreements  with  the  Fed- 
eral National  Mortgage  Association  and  Federal  Home  Loan  Mort- 
gage Corporation  to  reinsure  affordable  housing  loans  under  sec- 
tion 542(b)  of  the  Housing  and  Community  Development  Act  of 
1992. 

The  Department  is  also  setting  up  new  partnerships  under  the 
Section  8  Community  Investment  Demonstration  Act  of  1993. 
Under  this  program  HUD  will  provide  a  set-aside  of  project-based 
Section  8  to  pension  funds  and  pension  fund  advisers  or  affiliates 
for  projects  they  propose  to  finance.  In  exchange  for  the  Section  8, 
the  pension  funds  will  perform  most  of  the  processing  and  reviews. 
HUD  field  staff  will  perform  an  environmental  assessment  and  a 
site  and  neighborhood  standard  review.  Under  this  demonstration, 
at  least  half  the  Section  8  funds  provided  have  to  be  used  for 
projects  that  we  are  selling  from  our  acquired  inventory  or  have 
HUD-held  mortgages  that  will  be  paid  off  with  the  new  financing. 
Since  FHA  insurance  cannot  be  used  with  this  demonstration,  the 
impact  on  HUD  field  staff  will  be  limited.  We  also  expect  to  dele- 
gate the  monitoring  of  the  Section  8  contracts  to  local  or  State  pub- 
lic housing  agencies,  further  lessening  the  workload  impact  of  this 
program  on  HUD  field  staff. 

Q.2.C.  HUD's  budget  requests  an  increase  in  staff,  and  I  under- 
stand that  230  of  these  are  going  to  FHA  in  the  field.  How  will  this 
capacity  be  used? 

A.2.C.  The  HUD  budget  requests  a  net  increase  of  230  full-time 
equivalent  employment  (FTE's)  in  the  field  for  fiscal  year  1995  for 
Housing.  Housing  plans  to  use  this  increase  fully  for  multifamily 
asset  management.  The  plan  calls  for  these  additional  staff  re- 
sources to  be  distributed  to  the  field  offices  according  to  need  based 
on  the  nature  of  the  multifamily  asset  management  workload  in 
each  office.  The  230  FTE's  are  to  be  split  between  the  two  cat- 
egories of  multifamily  asset  management,  project  servicing  and 
property  disposition. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 
FROM  NICHOLAS  P.  RETSLNAS 

Q.l.  HUD  is  proposing  to  increase  the  FHA  single  family  mortgage 
limits  for  a  number  of  areas,  including  a  high-cost  increase  from 
about  $152,000  to  $172,000.  This  appears  to  be  a  refocusing  of  FHA 
away  from  its  traditional  mission  of  serving  low-  and  moderate-in- 
come buyers.  There  seems  to  be  some  risk  that  realtors  and  mort- 
gage bankers  will  cater  only  to  the  high  end  of  the  market.  What 
protections  will  be  provided  to  ensure  that  low-  and  moderate-in- 
come buyers  are  well  served  by  the  FHA  single  family  mortgage  in- 
surance program? 

A.1.  Under  the  HUD  proposed  increases  FHA  would  continue  to 
serve  underserved  buyers,  including  low-  and  moderate-income 
buyers  and  minority  buyers,  just  as  FHA  does  now.  The  April  1994 
GAO  report  on  FHA  indicated  that  65  percent  of  business  in 
1991 — the  latest  data  examined — was  for  low-  and  moderate-in- 
come buyers.  Those  relatively  higher-income  buyers  who  are  able 
to  take  advantage  of  conventional  financing  will  continue  to  do  so 
because  the  conventional  market  offers  excellent  products  at  good 
prices  and  without  the  processing  requirements  of  a  Government 
program. 

The  increases  in  the  limits  will  make  FHA  financing  available  to 
buyers  in  relatively  high-cost  areas  who  still  face  difficulty  pur- 
chasing a  home,  mainly  because  of  downpayment  requirements. 
The  increase  in  the  limits  actually  enhances  the  ability  of  FHA  to 
serve  low-  and  moderate-income  buyers  since  additional  business  is 
expected  to  be  sound.  A  strong  Mutual  Mortgage  Insurance  Fund 
will  be  able  to  accommodate  efforts  to  serve  low-  and  moderate-in- 
come purchasers  through  initiatives  such  as  innovative  use  of  prop- 
erty disposition  properties,  for  example. 

Q.2.  Are  the  increases  in  mortgage  limits  needed  in  lieu  of  private 
mortgage  insurance  activity?  In  other  words,  is  private  mortgage 
insurance  not  working — and  why?  If  the  limits  need  to  be  in- 
creased, can  you  supply  an  actuarial  analysis  as  to  the  increased 
risk  to  the  Mutual  Mortgage  Insurance  Fund  (MMIF)  and  an  anal- 
ysis of  default  risk  under  FHA  as  opposed  to  private  mortgage  in- 
surance? 

A.2.  FHA  is  only  one  of  many  actors  in  the  single  family  housing 
market,  with  a  market  share  of  about  8  percent  when  measured  by 
dollar  volume.  HUD/FHA  firmly  believes  there  must  be  a  variety 
of  housing  providers  and  partnership  efforts  to  meet  home  owner- 
ship needs.  The  proposal  to  raise  limits  does  not  conflict  with  this. 
Rather,  the  proposal  is  an  effort  to  place  realistic  limits  with  appro- 
priate indices,  on  FHA  programs  so  that  FHA  can  adequately  serve 
its  market.  Nor  is  the  proposal  intended  to  compete  with  the  pri- 
vate sector.  As  mentioned  in  a  previous  question,  buyers  who  can 
take  advantage  of  conventional  financing  will  continue  to  do  so. 

The  fiscal  year  1993  actuarial  study  was  released  to  the  Congress 
in  June.  That  report  indicated  that  the  capital  ratio  of  the  MMIF 
was  1.44  percent  at  the  end  of  fiscal  year  1993  and  was  projected 
to  be  3.40  percent  at  the  end  of  fiscal  year  2000.  We  expect  that 
the  business  generated  by  the  limit  increases  also  will  be  sound 
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and  will  enhance  the  MMIF.  For  FHA  business,  default  risk  de- 
creases as  loan  size  increases. 

Q.3.  The  new  FHA  no-downpayment  loan  program  for  distressed 
communities  is  likely  to  result  in  very  high  loan-to-value  ratios, 
leaving  a  homebuyer  with  little  stake  in  his  or  her  property.  Would 
you  agree  that  this  will  result  in  high  default  rates  which  would 
leave  HUD,  as  a  practical  matter,  owning  entire  neighborhoods? 
A.3.  We  disagree.  There  are  a  number  of  aspects  to  the  HUD  pro- 
posal which  would  tend  to  offset  the  results  presented  in  the  ques- 
tion. First,  each  buyer  must  receive  home  ownership  counseling 
under  the  revitalization  program.  Second,  each  homebuyer  would 
have  to  qualify  for  the  loan  on  the  basis  of  regular  FHA  underwrit- 
ing criteria — in  other  words,  he  or  she  must  be  able  to  repay  the 
debt.  Third,  the  program  is  targeted  to  locally  designated  areas 
where  other  housing  and  development  resources  are  likely  to  be  ex- 
pended in  order  to  stabilize  the  neighborhood.  Although  there  has 
been  a  credit  subsidy  scored  for  the  program  on  the  basis  that  it 
may  show  a  higher  default  rate  than  the  normal  home  ownership 
program,  we  believe  that  the  factors  mentioned  above  will  mitigate 
adverse  effects. 

Regarding  the  second  part  of  the  question,  limitations  on  pro- 
gram volume,  limitations  on  the  number  of  units  which  can  be  in- 
sured in  a  revitalization  area,  and  the  factors  mentioned  above 
would  ensure  that  HUD  would  not  end  up  owning  substantial  num- 
bers of  properties  in  neighborhoods. 

As  you  know,  the  Senate  bill  does  not  contain  the  revitalization 
program  while  the  House  bill  contains  insuring  authority  in  revital- 
ization areas  under  the  National  Homeownership  Fund  provisions. 

Q.4.  What  steps  has  HUD  taken  to  monitor  and  track  the  cost  of 
Section  8  contract  renewals?  Contracts  covering  about  374,000  (of 
940,000)  units  of  project-based  Section  8  are  about  to  expire.  What 
are  the  potential  costs  for  renewing  these  Section  8  contracts,  and 
how  does  HUD  intend  to  address  the  renewal  issue? 
A.4.  HUD  estimates  that  about  140,000  Section  8  New  Construc- 
tion/Substantial Rehabilitation  contracts  will  expire  over  the  next 
5  years.  Currently,  there  is  no  statutory  authority  to  renew,  ex- 
tend, or  otherwise  enter  into  new  contracts  with  the  project  owners. 
However,  as  you  are  aware,  legislation  has  been  introduced  in  both 
the  Senate  and  the  House  to  address  this  issue.  If  contracts  are  re- 
newed on  existing  terms,  the  cost  over  5  years  would  be  $3.38  bil- 
lion, assuming  appropriated  budget  authority  with  a  4-year  term. 
While  the  Senate  bill  proposes  a  ceiling  on  HUD's  ability  to  renew 
contract  rents  at  levels  above  the  existing  market,  the  House  bill 
has  no  such  ceiling. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 

FROM  JOSEPH  SHULDINER 

Q.l.  How  will  disputes  within  a  HUD  field  office  be  resolved,  for 
example,  between  Fair  Housing  and  Public  and  Indian  Housing? 

A.1.  Disputes  or  other  issues  which  arise  in  a  field  office  and  cross 
program  lines  would  initially  be  brought  to  the  attention  of  the 
State/Area  Office  Coordinator,  who  would  attempt  to  facilitate  co- 
ordination and  resolution  of  the  matter.  Matters  which  cannot  be 
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resolved  at  this  level  would  then  be  brought  to  the  attention  of  the 
Headquarters  Desk  Officers  or  Field  Coordination  Unit  of  the  re- 
spective program  Assistant  Secretaries.  This  staff  is  responsible  for 
developing  recommendations  for  decision  by  appropriate  program 
officials  at  Headquarters. 

Q.2.  How  will  the  new  structure  ensure  coordination?  For  example, 
what  mechanism  will  there  be  to  take  coordinated  action  on  a  city 
block  where  there  is  a  distressed  housing  project  and  an  FHA  as- 
sisted building? 

A.2.  Coordination  across  program  lines  is  ensured  by  mandatory 
weekly  staff  meetings  conducted  by  the  State/ Area  Office  Coordina- 
tor with  representatives  from  all  program  areas.  To  enhance  co- 
operation among  program  directors,  there  will  be  two  performance 
elements  evaluated  by  the  Coordinator  in  determining  overall  an- 
nual performance  ratings  for  the  program  directors.  Further,  to 
promote  internal  coordination,  cooperation,  and  communication,  a 
series  of  seven  two-day  workshops  are  being  held  around  the  coun- 
try involving  over  500  officials  from  all  81  field  offices  with  the 
theme  of  "Developing  a  New  Blueprint  for  HUD."  These  workshops 
are  being  held  from  mid-June  to  mid-July,  1994. 

Q.3.  What  will  be  the  reporting  structure  within  your  offices?  How 
will  you  communicate  with  80  different  area  offices? 

A.3.  For  public  housing,  there  are  currently  52  field  offices  with 
public  housing  staff.  Communication  channels  have  been  estab- 
lished by  providing  all  field  offices  the  names  and  phone  numbers 
of  Headquarters  staff  and  their  areas  of  responsibilities  to  facilitate 
interactions.  Also,  there  are  two  interim  desk  officers  assigned  re- 
sponsibility to  oversee  field  office  operations.  Finally,  with  the  im- 
plementation of  the  planned  reorganization,  there  will  be  a  Field 
Coordination  Unit  with  approximately  10  staff  to  perform  a  variety 
of  functions  associated  with  field  office  coordination  and  operations. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 
FROM  JOSEPH  SHULDINER 

Q.l.  Loan  Program  for  the  Public  Housing  Modernization 
Program.  Mr.  Shuldiner,  HUD  is  proposing  a  new  direct  loan  pro- 
gram for  public  housing  modernization,  including  demolition  and 
replacement  housing.  The  loan  would  be  paid  from  future  mod- 
ernization funding.  This  program  seems  to  run  the  risk  of  draining 
the  future  availability  of  modernization  funding,  even  though  there 
is  likely  to  be  significant  rehabilitation  needs.  What  protections  are 
there  in  this  proposal  to  ensure  that  funding  will  remain  available 
for  future  modernization  needs?  Should  jurisdictions  be  required  to 
put  up  a  matching  commitment  as  a  way  of  leveraging  more  fund- 
ing to  meet  these  very  significant  modernization  demands?  How 
would  a  PHA  which  has  obligated  its  current  modernization  fund- 
ing under  this  proposal  deal  with  a  real  emergency,  such  as  the 
discovery  of  a  substantial  lead-based  paint  hazard  in  a  large  num- 
ber of  units? 

A.l.  This  proposal  is  currently  under  reconsideration  by  the  De- 
partment; the  Senator's  questions  will  be  addressed  in  the  process 
of  that  reconsideration. 
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Q.2.  Elderly  Public  Housing  Designation.  Mr.  Shuldiner,  HUD 
recently  published  a  final  rule  which  allows  the  designation  of  el- 
derly only  public  housing  under  certain  circumstances.  What  has 
been  the  response  to  this  rule  by  PHA's  and  disabled  groups?  Is 
there  any  need  for  additional  legislative  changes  to  the  mixed  pop- 
ulations requirements? 

A.2.  Since  the  final  rule  became  effective  on  May  13,  1994,  we  have 
received  only  a  few  submissions.  However,  questions  from  the  field 
suggest  that  many  housing  authorities  are  planning  to  submit  allo- 
cation plans.  Our  only  response  from  a  disabled  group  was  one  that 
objected  to  a  housing  authority's  allocation  plan. 

It  is  too  early  to  tell  whether  legislative  changes  will  be  needed. 
It  appears  that  most  large  housing  authorities  will  be  able  to  des- 
ignate part  of  their  stock  for  the  elderly  (although  some  have  cho- 
sen not  to  do  so),  but  small  agencies  will  probably  have  to  des- 
ignate floors  rather  than  entire  buildings. 

Q.3.  Public  Housing  Operating  Subsidies.  Mr.  Shuldiner,  HUD 
has  justified  a  reduction  of  $124  million  in  public  housing  operating 
subsidies  for  fiscal  year  1995  on  the  basis  of  savings  achieved 
through  proposed  changes  to  public  housing  rules  to  encourage  em- 
ployment. Is  it  realistic  to  expect  these  savings  in  fiscal  year  1995? 
If  these  changes  are  not  realized,  how  will  public  housing  agencies 
be  able  to  administer  their  developments  with  some  $2.5  billion  in 
operating  subsidies? 

A.3.  While  it  is  true  the  Department  has  proposed  changes  which 
encourage  public  housing  residents  to  seek  and  maintain  employ- 
ment, and  while  it  is  also  true  that  such  changes  could  eventually 
result  in  increased  savings  for  HUD,  HUD  is  not  expecting  that 
any  savings  will  result  in  fiscal  year  1995  from  these  new  initia- 
tives. The  $124  million  figure  you  cited  represents  a  shortfall  in  op- 
erating subsidies  that  the  Department  expects  in  fiscal  year  1995. 
Although  this  difference  will  need  to  be  pro-rated  into  the  regu- 
latory formula  for  determining  operating  subsidy,  it  does  not  nec- 
essarily follow  that  housing  authorities  will  need  to  defer  mainte- 
nance or  cut  back  services.  Effects  on  the  PHA's  will  vary  by  agen- 
cy, their  public  housing  stock,  and  cost  efficiencies  they've  already 
implemented.  We  are  also  making  a  number  of  "reinvention" 
changes  that  should  lessen  the  reporting  and  administrative  costs 
born  by  the  PHA's. 

Q.4.  Over  the  years  there  has  not  been  enough  development  money 
for  the  replacement  of  public  housing  units  that  have  become  un- 
inhabitable. Do  you  support  any  changes  to  the  one-for-one  hard 
unit  requirement  that  PHA's  replace  demolished  units  with  addi- 
tional units  of  public  housing? 

A.4.  We  do  support  changes  to  the  requirement  to  replace  units  de- 
molished or  disposed  of  by  housing  authorities  on  a  one-for-one 
basis.  In  particular,  we  would  strongly  urge  that  the  statute  be 
modified  to  exclude  one-for-one  replacement  in  cases  where  there 
is  no  demonstrated  need  for  the  replacement  units  in  that  commu- 
nity— as  confirmed  by  the  housing  authority's  up  to  date  waiting 
list  and  the  community's  housing  strategy  plan. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 

FROM  ANDREW  CUOMO 

Q.l.  How  will  disputes  within  a  HUD  field  office  be  resolved,  for 
example,  between  Community  Planning  and  Development  and  Fair 
Housing? 

A.1.  The  Secretary's  representatives,  State,  and  area  coordinators 
will  help  resolve  disputes  within  each  field  office.  They  are  respon- 
sible for  resolving  cross  program  issues  in  the  field.  Headquarters 
CPD  desk  officers  will  also  provide  assistance  to  the  field  in  resolv- 
ing matters  that  require  Headquarters  involvement. 

Q.2.  How  will  the  new  structure  ensure  coordination?  For  example, 
what  mechanism  will  there  be  to  take  coordinated  action  on  a  city 
block  where  there  is  a  distressed  public  housing  project  and  an 
FHA-assisted  building? 

A.2.  The  Secretary's  representatives,  State,  and  area  coordinators 
will  ensure  coordination  among  program  offices  within  each  field 
office.  The  coordinators  are  responsible  for  ensuring  that  all  HUD 
programs  are  delivered  in  an  integrated  and  coordinated  manner  in 
order  to  make  a  substantial  and  positive  impact  on  the  community. 
Headquarters  desk  officers  will  help  coordinate  matters  that  re- 
quire Headquarters  involvement.  Local  jurisdictions  will  have  pri- 
mary responsibility  for  coordinating  action  at  the  local  level  and 
will  participate  in  a  local  partnership  with  HUD  to  assess  local 
needs  and  resources  and  to  establish  an  integrated  cooperative 
framework  to  meeting  those  needs.  CPD  staff  will  provide  assist- 
ance in  helping  communities  undertake  a  comprehensive  vision  of 
community  development  through  improvements  in  planning  and  co- 
ordination that  are  currently  being  proposed  in  CPD's  Consolidated 
Planning  Initiative.  This  initiative  will  require  greater  coordination 
and  consultation  among  agencies  responsible  for  community  devel- 
opment actions  involving  HUD-assisted  projects. 

Q.3.  What  will  be  the  reporting  structure  within  your  offices?  How 
will  you  communicate  with  80  different  area  offices? 

A.3.  HUD's  field  management  structure  is  designed  to  increase 
community  outreach,  improve  customer  service  delivery,  eliminate 
the  regional  office  program  structure,  and  place  day-to-day  oper- 
ations at  the  lowest  level  in  the  field  with  direct  accountability  for 
program  delivery  with  the  program  managers  in  the  field.  Field 
program  offices  will  be  reporting  directly  to  their  respective  pro- 
gram Assistant  Secretary's  at  Headquarters.  Headquarters  pro- 
gram offices  will  be  providing  policy  guidance  and  technical  advise 
and  assistance  to  the  field.  Headquarters  desk  officers  will  commu- 
nicate directly  with  each  of  their  respective  field  offices.  Each  Sec- 
retary's representative,  State,  and  area  coordinator  will  report  to 
the  Deputy  Secretary  through  the  Assistant  to  the  Deputy  Sec- 
retary for  Field  Management. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 

FROM  ANDREW  CUOMO 

Q.l  A.  Funding  for  the  HOME  Program.  Mr.  Cuomo,  HUD's 
Budget  Request  for  fiscal  year  1995  includes  a  proposed  reduction 
in  HOME  program  funding  from  $1,275  billion  in  fiscal  year  1994 
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to  $1  billion  in  fiscal  year  1995.  HUD's  justification  for  this  reduc- 
tion is  that  the  HOME  program  spendout  rate  is  too  slow  and  the 
money  can  be  put  to  better  uses.  Nevertheless,  the  HOME  program 
enjoys  very  strong  State  and  local  support.  A  number  of  local  offi- 
cials also  have  contested  HUD's  analysis  of  slow  spendout  rates  for 
the  HOME  program.  What  is  the  average  spendout  rate  for  the 
HOME  program  and  how  are  spendout  rates  calculated? 

A.I.A.  The  average  spendout  rate  for  the  HOME  program  is  esti- 
mated at  2  percent  for  year  1;  17  percent  for  year  2;  38  percent  for 
year  3;  28  percent  for  year  4;  and  15  percent  for  year  5.  Average 
spendout  rates  are  calculated  based  on  our  experience  with  the 
amount  of  funds  grantees  draw  down  from  their  letter  of  credit  at 
the  U.S.  Treasury. 

Q.l.B.  Dick  Grose,  the  executive  director  of  the  Missouri  Housing 
Development  Commission,  testified  before  this  Subcommittee  that 
if  we  double  the  HOME  program  to  $4.4  billion  we  might  not  need 
any  new  HUD  initiatives  because  housing  problems  could  be  taken 
care  of  at  the  local  level.  What  is  the  fallacy  in  this  statement? 

A.I.B.  The  problems  faced  by  individuals  and  communities  go  be- 
yond housing.  They  involve  issues  that  are  related  to  the  economic 
condition  of  communities,  neighborhoods,  and  individuals.  An  inte- 
grated and  multifaceted  approach  that  involves  economic  and  social 
issues  is  needed  in  order  to  help  solve  these  problems. 

Q.l.C.  What  do  the  new  initiatives  really  bring  us  that  increased 
HOME  funding  would  not? 

A.I.C.  The  new  initiatives  expand  the  concept  of  developing  part- 
nerships to  focus  on  the  need  to  provide  economic  lift  to  individuals 
and  communities  that  are  not  participating  in  the  economic  recov- 
ery. They  would  also  enhance  the  role  of  community  groups  in  ad- 
dressing solutions  to  the  problems  that  are  faced  by  these  commu- 
nities. 

Q.I.D.  I  am  also  concerned  about  the  spendout  rates  of  the  new 
initiatives.  What  are  HUD's  estimates  for  spendout  rates  for  new 
programs  under  CPD? 

A.1J).  The  spendout  rate  for  the  LIFT  and  Colonias  programs  is 
estimated  at  4  percent  for  year  1;  39  percent  for  year  2;  39  percent 
for  year  3;  15  percent  for  year  4;  and  3  percent  for  year  5. 

The  spendout  rate  for  the  Community  Viability  Fund  is  esti- 
mated at  10  percent  for  year  1;  70  percent  for  year  2;  and  20  per- 
cent for  year  3.  The  spendout  rate  for  the  Homeless  initiative  is  es- 
timated at  2  percent  for  year  1;  15  percent  for  year  2;  30  percent 
for  year  3;  30  percent  for  year  4;  and  23  percent  for  year  5. 

Q.2.A.  LIFT  Program.  Mr.  Cuomo,  HUD  is  proposing  a  new  $200 
million  discretionary  economic  development  program  called  the 
LIFT  program.  This  program,  it  seems  to  me,  is  somewhat  ques- 
tionable because  it  is  getting  back  to  the  type  of  discretionary  pro- 
gram that  risks  becoming  a  political  slush  fund  instead  of  a  mean- 
ingful program.  How  will  projects  be  selected? 

A.2A.  The  LIFT  proposal  has  two  principal  elements.  The  first  ele- 
ment is  a  project-based,  targeted  component  and  would  help  local- 
ities and  community-based  organizations  (CBO's)  develop  and  im- 
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plement  neighborhood  revitalization  projects.  HUD  would  act  as  a 
facilitator  in  putting  together  public/private  partnerships  that  in- 
clude CBO's,  units  of  general  local  government,  and  for-profit  enti- 
ties within  a  jurisdiction.  Up  to  75  percent  of  the  funds  available 
under  LIFT  would  be  for  this  component. 

The  second  LIFT  component  is  competitive.  It  would  be  available 
as  a  source  of  extremely  patient  funds  to  fill  a  critical  gap  in  the 
available  arsenal  of  tools  to  bring  about  the  physical  and  economic 
revitalization  of  distressed  urban  neighborhoods  and  rural  commu- 
nities. It  would  offer  economic  incentives  for  public/private  partner- 
ship, economic  development,  and  neighborhood  revitalization 
projects  in  neighborhoods  in  need. 

Q.2.B.  I  am  also  concerned  that  this  program  will  put  a  Federal 
emphasis  on  economic  development;  instead,  we  need  to  provide  lo- 
calities with  economic  development  tools  to  solve  local  problems 
based  on  local  decisionmaking.  Why  couldn't  the  CDBG  program  be 
revised  to  promote  economic  development  as  a  local  decision? 
A.2.B.  Economic  development  under  the  CDBG  program  is  pri- 
marily focused  on  capitalizing  small  business  revolving  funds  and 
is  rarely  able  to  respond  to  the  needs  of  a  larger  business  that 
could  vield  greater  positive  impact  on  the  community.  At  the  other 
end  01  the  economic  development  spectrum  are  large  scale  projects 
assisted  through  such  programs  as  the  Section  108  Loan  Guarantee 
program.  LIFT  will  respond  to  specific  development  opportunities 
at  the  financial  level  between  small  business  revolving  loans. 

Q.3.  Homeless  Block  Grant  Program.  Mr.  Cuomo,  HUD  is  pro- 
posing a  homeless  block  grant  program  as  a  new  continuum  of  care 
approach  to  homelessness.  Under  this  proposal,  HUD  would  pro- 
vide formula  funding  to  States  and  localities  based  on  the  Emer- 
gency Shelter  Grants  program.  Nevertheless,  it  appears  that  States 
and  localities  can  be  held  hostage  by  local  groups  since  all  funding 
decisions  must  be  made  by  a  local  board  on  which  only  one  member 
can  represent  the  State  or  locality.  Would  you  agree  with  this  anal- 
ysis? 

A.3.  The  Administration's  bill  calls  for  local  boards  to  assist  appli- 
cants in  developing  the  application  and  provides  for  the  application 
submitted  by  the  applicant  to  include  the  signature  of  the  local 
board.  The  signature  provision  has  been  controversial,  and  the  cur- 
rent House  and  Senate  bills  do  not  include  that  feature  of  the  Ad- 
ministration bill. 

Q.4.  Consolidated  Plan.  Mr.  Cuomo,  I  understand  that  HUD  is 
currently  drafting  a  regulation  to,  in  general,  consolidate  all  State 
and  local  planning  requirements  for  all  HUD  programs  under  a 
single  consolidated  plan.  It  has  been  suggested  that  this  so  called 
consolidated  plan  is  actually  a  subterfuge  for  HUD  to  further 
micromanage  how  States  and  localities  utilize  their  Federal  and 
community  development  assistance.  What  safeguards  will  HUD 
provide  in  the  rule  to  emphasize  local  decisionmaking  over  Federal 
micromanagement? 

A.4.  The  preamble  of  the  proposed  rule  states  that  regulations  con- 
cerning submission  of  planning,  application,  and  reporting  docu- 
ments will  be  reduced  to  the  statutory  minimum.  The  intent  of  the 
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rule  is  to  coordinate  these  statutory  requirements  in  such  a  man- 
ner as  to  minimize  the  Federal  intrusion  into  State  and  local  plan- 
ning activities  and  to  simplify  the  process  of  obtaining  Federal  for- 
mula funds.  Local  CPD  field  staff  have  been  directed  to  work  as 
partners  with  State  and  local  governments  in  tailoring  individual 
plans  to  address  local  circumstances. 

Q.5.  Innovative  Homeless  Initiative.  Mr.  Cuomo,  Congress  en- 
acted the  Innovative  Homeless  Initiative  as  part  of  the  HUD  Dem- 
onstration Act  of  1993  and  funded  it  at  $100  million.  My  under- 
standing is  that  this  funding  was  intended  to  be  committed  quickly 
for  homeless  prevention  ana  assistance.  What  is  the  status  of  this 
initiative? 

A.5.  The  Innovative  Homeless  Initiative  was  signed  by  President 
Clinton  on  October  27,  1993.  The  Department  solicited  applications 
for  funding  under  the  $25  million  competitive  portion  of  the  pro- 
gram and  on  February  9,  1994,  the  Secretary  announced  48  grants 
in  26  States.  This  set  of  awards  was  accomplished  in  record  time, 
with  applications  being  received  and  reviewed,  and  awards  an- 
nounced, in  less  than  1  month,  to  assure  that  help  would  not  be 
delayed. 

As  for  the  remaining  $75  million  in  discretionary  spending,  these 
funds  were  not  for  a  specific  project  but  rather  for  comprehensive 
strategies  to  address  homelessness  through  partnerships  with  com- 
munities. Washington  was  the  first  jurisdiction  selected,  and  was 
awarded  $20  million.  Los  Angeles  was  the  second  site  announced 
and  was  awarded  $20  million.  Denver  was  recently  awarded  $5 
million  and  Miami  $15  million.  The  Department  expects  to  an- 
nounce one  more  site  in  the  near  future. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 
FROM  ROBERTA  ACHTENBERG 

Q.l.  On  April  15,  HUD  completed  its  reorganization  of  its  field  of- 
fice structure.  Under  the  new  structure,  the  field  staff  will  no 
longer  report  to  a  regional  or  area  office  manager  but  will  instead 
report  to  the  Program  Assistant  Secretaries  in  Headquarters.  How 
will  disputes  within  a  HUD  field  office  be  resolved,  for  example,  be- 
tween Fair  Housing  and  Community  Planning  and  Development? 

A.1.  Each  HUD  field  office  has  a  Secretary  Representative  or  State/ 
Area  Coordinator.  The  incumbents  of  these  positions  are  respon- 
sible for  coordinating  the  programs  and  activities  of  each  program 
office  located  in  his/her  particular  field  office.  If  disputes  occur 
within  a  HUD  field  office,  for  example,  between  the  Offices  of  Fair 
Housing  and  Community  Planning  and  Development  which  cannot 
be  resolved  at  the  local  level,  they  are  elevated  to  Headquarters  for 
resolution  by  the  respective  program  Assistant  Secretaries.  The 
final  decision  is  transmitted  to  the  HUD  field  office  for  implemen- 
tation. 

Q.2.  What  will  be  the  reporting  structure  within  your  offices?  How 
will  you  communicate  with  80  different  area  offices? 
A.2.  Under  the  Office  of  Fair  Housing  and  Equal  Opportunity's 
field  structure  each  field  office  has  a  direct  line  of  communication 
to  the  Assistant  Secretary  for  Fair  Housing  and  Equal  Opportunity. 
In  addition,  each  field  office  has  direct  access  to  Deputy  Assistant 
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Secretaries  who  have  program  technical  assistance  and  guidance 
and  human  resource  management  and  field  coordination  respon- 
sibilities. A  Field  Liaison  Staff  under  the  direct  supervision  of  the 
Assistant  Secretary  for  FHEO  has  also  been  established.  This  staff 
is  available  to  bring  to  the  attention  of  the  Assistant  Secretary  for 
Fair  Housing  and  Equal  Opportunity  unusual  field  issues,  and 
other  matters  related  to  field  operations. 

The  Assistant  Secretary  for  FHEO  will  communicate  directly  to 
the  field  office  and/or  through  the  appropriate  Deputy  Assistant 
Secretary  for  FHEO. 

Q.3.  Now  that  Fair  Housing  and  Equal  Opportunity  will  be  sepa- 
rated, how  will  the  reporting  structure  work?  Will  there  be  any  co- 
ordination between  the  two  divisions? 

A.3.  The  responsibility  for  the  direction  of  the  Equal  Employment 
Opportunity  program  for  HUD  employees  and  applicants  for  em- 
ployment is  being  shifted  from  the  Assistant  Secretary  for  Fair 
Housing  and  Equal  Opportunity  to  the  Office  of  the  Secretary. 

Every  principal  organization  head  at  HUD  has  specific  respon- 
sibilities as  an  EEO  Officer.  Those  responsibilities  are  outlined  in 
24  CFR  part  7,  of  the  HUD  regulations  and  the  EEOC  regulations 
at  29  CFR  part  1614.  The  Assistant  Secretary  for  FHEO  is  the 
EEO  Officer  for  only  the  employees  in  FHEO. 

The  relationship  between  the  newly-created  Departmental  Office 
of  EEO  and  FHEO  will  be  no  different  than  the  relationship  be- 
tween the  Departmental  Office  of  EEO  and  any  other  HUD  organi- 
zation, such  as  CPD  or  Housing. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 
FROM  ROBERTA  ACHTENBERG 

Q.l.  Condition  Federal  Assistance  on  a  Housing  Discrimina- 
tion Plan.  Ms.  Achtenberg,  I  understand  that  HUD  is  developing 
a  regulation  which  would  provide  for  the  Department  to  withhold 
Federal  assistance,  including  public  housing,  CDBG,  and  HOME 
assistance,  if  a  jurisdiction  fails  to  develop  a  HUD-approved  plan 
to  combat  housing  discrimination.  This  sounds  like  another  way  for 
HUD  to  micromanage  the  decisionmaking  of  jurisdictions.  How  do 
you  envision  implementation  of  this  rule?  Won't  the  withholding  of 
HUD  funding,  such  as  CDBG  funding,  primarily  adversely  impact 
the  low-income  families  that  need  the  benefit  of  the  funding  most? 

A.1.  HUD  is  developing  a  regulation  to  implement  the  requirement 
which  Congress  placed  in  title  I  in  1983  requiring  every  recipient 
of  CDBG  assistance  to  certify  that  it  will  affirmatively  further  fair 
housing.  Similar  statutory  requirements  appear  in  the  HOME  pro- 
gram and  the  legislation  creating  the  CHAS.  The  certification  is 
not  limited  to  these  programs  and  includes  both  publicly-assisted 
and  private  housing  within  a  jurisdiction. 

The  proposed  rule  will  require  each  Entitlement  community  (and 
State)  to  develop  an  analysis  of  impediments  to  fair  housing  and 
develop  a  plan  to  address  these  impediments.  Communities  which 
have  not  previously  developed  an  analysis  (more  than  100  commu- 
nities have  done  so  since  the  concept  was  introduced  as  a  "safe  har- 
bor" in  HUD's  1989  CDBG  regulations)  would  have  one  year  from 
the  date  of  HUD's  final  regulation  to  do  so.  The  fair  housing  plan 
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(analysis  plus  action  plan)  would  NOT  be  submitted  to  HUD  for  ad- 
vance approval.  Instead,  a  summary  of  the  plan  would  be  submit- 
ted, together  with  the  fair  housing  actions  taken  the  preceding  year 
and  those  planned  for  the  forthcoming  year. 

HUD  would  raise  questions  about  an  applicant's  certification 
only  where  there  was  evidence  of  a  problem  which  the  applicant 
failed  to  address.  We  do  not  believe  that  this  would  constitute 
"micromanaging  the  decisionmaking  of  jurisdictions."  In  fact,  it  is 
the  present  system  that  often  requires  us  to  second  guess  a  juris- 
diction's actions  under  its  certification  because  no  document  exists 
summarizing  the  city's  fair  housing  "temperature." 

We  would  expect  that  any  differences  of  opinion  about  an  appli- 
cant's identification  of  impediments  or  actions  to  address  them 
could  be  readily  resolved  through  negotiation.  If  not,  HUD  could  re- 
quire special  assurances  or  condition  the  grant  on  the  community's 
taking  certain  actions  by  a  prescribed  time.  HUD  would  seek  to  im- 
pose sanctions  only  as  a  last  resort,  recognizing  that  any  interrup- 
tion of  the  flow  of  funds  would  be  harmful  to  the  low-  and  mod- 
erate-income residents  whom  the  programs  are  designed  to  benefit. 
This  is  precisely  the  same  enforcement  mechanism  which  HUD 
currently  has  with  respect  to  CDBG  and  HOME  funds.  The  pro- 
posed fair  housing  planning  regulation  does  not  change  enforce- 
ment procedures  in  any  way. 

Q.2.  Property  Insurance  Redlining.  Ms.  Achtenberg,  I  under- 
stand that  President  Clinton  signed  recently  an  Executive  Order 
directing  HUD  to  issue  guidelines  on  property  insurance  discrimi- 
nation. I  am  concerned  that  HUD  intends  to  regulate  the  insurance 
industry  under  the  Fair  Housing  Act  without  any  legal  authority. 
How  does  HUD  intend  to  implement  this  order? 
A.2.  Several  Administrations,  beginning  with  a  HUD  General 
Counsel  opinion  in  1978,  have  concluded  that  title  VIII  of  the  Civil 
Rights  Act  of  1968,  as  amended  (the  Federal  Fair  Housing  Act), 
prohibits  discrimination  in  the  area  of  property  or  hazard  insur- 
ance. Because  HUD  is  the  primary  title  VIII  law  enforcement  agen- 
cy, and  the  only  agency  with  authority  to  promulgate  regulations 
under  that  Act,  the  Department  has  the  responsibility  to  issue 
rules  applying  the  Act  to  property  insurance. 

In  regulations  implementing  the  Fair  Housing  Amendments  Act 
of  1988,  HUD  determined  that  the  Act  prohibits  "refusing  to  pro- 
vide .  .  .  property  or  hazard  insurance  ...  or  providing  such  .  .  . 
insurance  differently  because  of  race,  color,  religion,  sex,  handicap, 
familial  status,  or  national  origin  (24  CFR  section  100.70(a)(4)). 

Courts  that  have  considered  the  issue  have  concluded  that  insur- 
ance is  covered  by  the  Act.  Dunn  v.  Midwestern  Indemnity  Mid- 
American Fire  &  Casualty  Co.,  472  F.  Supp.  1106  (S.D.  Ohio  1979), 
McDiarmid  v.  Economy  Fire  $  Casualty  Co.,  604  F.  Supp.  105  (S.D. 
Ohio  1984),  NAACP  v.  American  Family  Mutual  Insurance  Co. ,  978 
F.  2d  287  (7th  Cir.  1992),  cert,  denied,  113  S.  Ct.  2335  (1993),  Na- 
tionwide Mutual  Insurance  Co.  v.  Cisneros,  No.  C3-92-52  (S.D. 
Ohio  Feb.  24,  1994).  But  see  Mackey  v.  Nationwide  Insurance  Co., 
724  F.  2d  419  (4th  Cir.  1984). 

The  key  sections  of  the  Fair  Housing  Act  are  3604(a)  which 
makes  it  unlawful  to  "otherwise  make  unavailable  or  deny,  a  dwell- 
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ing"  and  3604(b)  prohibiting  discrimination  "in  the  provision  of 
services  or  facilities  in  connection  therewith."  Because  property  in- 
surance is  required  to  secure  a  mortgage  loan,  which  generally  is 
required  to  purchase  a  home,  denying  insurance  makes  that  home 
unavailable.  As  the  Court  explained  in  the  American  Family  case, 
"no  insurance,  no  loan;  no  loan,  no  house."  When  the  Supreme 
Court  was  presented  with  the  opportunity  to  modify  this  ruling  it 
declined  to  do  so. 

It  is  important  to  understand  that  HUD  has  no  intention  of  regu- 
lating the  insurance  industry.  The  responsibility  of  the  Department 
is  to  interpret  and  enforce  the  Fair  Housing  Act  as  it  applies  to  in- 
surance. 

In  order  to  clarify  the  application  of  the  Act  to  insurance,  HUD 
has  begun  a  collaborative  process  that  will  involve  close  consulta- 
tion with  the  insurance  industry,  regulators,  civil  rights  organiza- 
tions, and  other  community  groups. 

An  advanced  notice  of  proposed  rulemaking  will  be  issued  to  so- 
licit written  comments  from  all  interested  parties.  Several  informal 
meetings  will  be  held  with  representatives  of  insurance  companies, 
agents,  State  insurance  commissioners,  and  various  community  ad- 
vocates. At  least  four  public  hearings  will  be  held  around  the  Na- 
tion. A  proposed  rule  applying  the  Fair  Housing  Act  to  insurers 
will  be  drafted  and  widely  distributed.  Comments  will  be  obtained 
and  the  proposal  will  be  revised  prior  to  issuance  of  the  final  rule. 
Throughout  this  process  HUD  will  retain  the  assistance  of  outside 
consultants  with  recognized  credentials  and  experience  in  fair 
housing  and  the  business  of  insurance. 

Q.3.  Fair  Housing  Litigation  Policy.  Ms.  Achtenberg,  I  under- 
stand that  HUD  may  have  a  policy  to  settle  as  many  fair  housing 
claims  [as]  possible.  Are  you  aware  of  any  policy  of  HUD  directing 
attorneys  to  settle  fair  housing  cases?  What  is  HUD's  policy  as  to 
settling  fair  housing  cases? 

A.3.  I  am  not  aware  of  any  departmental  policy  on  settling  fair 
housing  litigation.  However,  the  Secretary  and  I  agree  that  HUD 
should  not  be  in  the  business  of  conducting  protracted  legal  maneu- 
vers for  the  purpose  of  merely  delaying  a  finding  and  remedial 
order  against  the  Department.  HUD  has  settled,  or  is  engaging  in 
settlement  negotiations,  in  several  law  suits  where  HUD's  liability 
has  already  been  established  or  where  the  Department  has  deter- 
mined that  the  plaintiffs  have  raised  legitimate  claims  of  violation 
of  law. 

Q.4.  Occupancy  Standard.  Ms.  Achtenberg,  I  understand  that 
HUD  may  be  developing  a  new  policy  on  occupancy  standards.  For 
example,  is  HUD  considering  developing  a  new  occupancy  standard 
that  is  broader  than  a  two  person  per  bedroom  standard?  May 
States  establish  a  two  person  per  bedroom  standard  as  a  legitimate 
occupancy  standard  under  the  Fair  Housing  Act?  If  not,  why  not? 

A.4.  As  you  know,  the  Fair  Housing  Act  prohibits  discrimination 
based  on  familial  status — that  is,  based  on  the  presence  of  children 
under  the  age  of  18  in  housing.  Any  policy  limiting  the  number  of 
persons  who  reside  in  housing  may  operate  to  disqualify  or  other- 
wise adversely  affect  families  with  children. 
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The  guidance  issued  by  former  General  Counsel  Keating  in  1991 
permits  consideration  of  a  variety  of  factors,  including  the  size  and 
configuration  of  bedrooms,  to  be  considered  in  the  establishment  of 
occupancy  standards.  Although  that  guidance  has  sometimes  been 
misinterpreted  to  allow  housing  providers  to  set  two  person  per 
bedroom  occupancy  standards  in  every  situation,  it  does  not,  in 
fact,  authorize  such  action.  There  are  a  number  of  circumstances 
where  the  availability  of  particularly  large  bedrooms,  use  of  space 
other  than  that  denominated  as  "bedroom"  space  (such  as  dens  or 
living  rooms),  or  other  factors  could  result  in  upward  revision  of  a 
two  person  per  bedroom  guideline. 

HUD  is  considering  developing  a  new  occupancy  standard  policy, 
which  will  provide  clearer  standards  regarding  the  number  of  per- 
sons who  can  occupy  housing. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 

FROM  C.  AUSTIN  FITTS 

Q.l.  FHA  Single  Family  Mortgage  Insurance.  Ms.  Fitts,  HUD 
will  be  proposing  a  number  of  new  initiatives  under  the  FHA  Sin- 
gle Family  Mortgage  Insurance  program.  These  proposals  include 
a  new  no-downpayment  program  for  distressed  communities  and 
increased  FHA  mortgage  insurance  limits.  I  am  very  concerned 
about  the  impact  of  these  changes  on  the  actuarial  soundness  of 
the  Mutual  Mortgage  Insurance  Fund. 

In  particular,  HUD  is  proposing  to  increase  the  FHA  Single  Fam- 
ily Mortgage  Insurance  limits  for  a  number  of  areas,  including  a 
high  cost  area  mortgage  insurance  increase  from  $152,000  to 
$172,000.  This  appears  to  be  a  refocusing  of  the  FHA  Single  Family 
Mortgage  Insurance  program  away  from  its  traditional  mission  of 
serving  low-  and  moderate-income  homebuyers.  There  seems  to  be 
some  risk  that  realtors  and  mortgage  bankers  will  cater  to  only  the 
high  end  of  the  market  and  ignore  low-income  homebuyers.  Would 
you  agree  with  this  analysis? 

I  also  would  like  your  analysis  of  whether  increased  FHA  mort- 
gage insurance  limits  are  needed  in  lieu  of  private  mortgage  insur- 
ance. In  other  words,  is  private  mortgage  insurance  not  working 
and,  if  so,  why?  If  FHA  mortgage  insurance  limits  need  to  be  in- 
creased, can  you  supply  an  actuarial  analysis  as  to  the  increased 
risk  to  the  Mutual  Mortgage  Insurance  Fund  or  at  least  an  analy- 
sis of  the  default  risk  under  FHA  as  opposed  to  private  mortgage 
insurance? 

I  am  also  concerned  about  the  new  FHA  no-downpayment  pro- 
gram for  certain  distressed  communities.  This  is  likely  to  result  in 
very  high  loan-to-value  ratios,  leaving  a  homebuyer  with  very  little 
stake  in  his  or  her  property.  Would  you  agree  that  this  could  result 
in  high  default  rates  which  could  leave  HUD,  as  a  practical  matter, 
owning  entire  neighborhoods? 

A.l.  Thank  you  for  your  question,  Senator  Bond.  As  stated  in  my 
prepared  testimony,  my  work  subsequent  to  leaving  the  Federal 
Housing  Administration  in  1990  has  focused  primarily  on  the  mul- 
tifamily  and  commercial  real  estate  markets.  Our  ongoing  work  in 
the  single  family  area  has  been  focused  on  asset  management  and 
disposition.  Consequently,  I  am  not  as  current  on  the  single  family 
origination  markets,  including  those  of  FHA. 
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One  of  the  accomplishments  of  this  Administration  and  the  team 
at  HUD  has  been  to  implement  and  maintain  a  high  standard  of 
actuarial  analysis  and  audited  financial  statements  for  the  Depart- 
ment. I  would  note  that  FHA  recently  received  its  first  clean  opin- 
ion from  its  independent  auditor,  Price  Waterhouse.  This  is  an  im- 
portant accomplishment. 

These  two  financial  reporting  mechanisms  instituted  with  the 
help  and  support  of  this  Subcommittee — actuarial  analysis  and  au- 
dited financial  statements  by  independent  auditors — are  among  the 
principal  management  tools  that  the  Subcommittee  should  use  to 
determine  issues  of  risk  related  to  the  terms  and  conditions  of 
FHA's  insurance  programs,  particularly  those  in  the  Mutual  Mort- 
gage Insurance  Fund.  FHA's  highly  experienced  senior  staff  and 
the  outside  professionals  who  assist  them  in  the  preparation  of 
these  reports  are  likewise  excellent  and  appropriate  sources  of  in- 
formation. 

With  respect  to  the  portion  of  the  Senator's  question  dealing  with 
the  proposed  new  no-downpayment  program  for  distressed  commu- 
nities, my  experience  as  FHA  Commissioner  is  that  default  rates 
on  these  types  of  targeted  programs  are  determined  by  specific  pro- 
gram structure.  For  example,  programs  which  include  such  fea- 
tures as  the  provision  of  technical  assistance,  special  mortgage 
counseling,  lease  purchase  options,  and  the  like,  have  been  shown 
to  result  in  both  successful  home  ownership  and  low  default  rates. 
Consequently,  it  is  important  to  judge  specific  targeted  programs 
on  their  own  merits.  I  would  add  that  financial  institutions  which 
target  special  niche  populations  will  often  incur  greater  costs  and 
lower  margins  in  those  areas  than  elsewhere  in  their  portfolio. 
That  is  appropriate  for  both  public  and  private  credit  enhancers, 
and  it  is  certainly  appropriate  for  FHA,  with  its  public  mission.  If 
a  program  improves  home  ownership  in  a  community  in  a  manner 
that  is  consistent  with  proper  home  maintenance  and  community 
stability,  then  the  homeowner,  the  community,  and  the  taxpayer 
are  all  better  served. 

In  closing,  I  would  note  again  that  I  believe  the  greatest  single 
risk  to  the  financial  integrity  of  the  FHA  insurance  funds  is  the 
current  organizational  structure,  and  the  lack  of  resources  requisite 
for  prudent,  cost  efficient  risk  management  and  expanded  internal 
actuarial  staff  and  analytic  capacity.  Because  I  believe  these  condi- 
tions do  put  the  taxpayer  at  risk — which  will  continue  to  grow  over 
time  despite  increased  financial  controls — I  would  emphasize  again 
the  importance  of  this  Subcommittee  giving  full  support  and  atten- 
tion to  the  Department's  recommendations  expected  later  this  year. 

Senator  Bond,  I  hope  this  is  responsive  to  your  question.  Thank 
you  for  your  interest  in  the  prudent  financial  management  of  the 
FHA  programs,  which  is  so  important  to  the  mortgage  markets  and 
to  the  cost  effective  use  of  Federal  credit. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 

FROM  DIANE  VONEIDA 

Q.l.  Funding  for  the  HOME  Program.  Ms.  Voneida,  HUD's 
Budget  Request  for  fiscal  year  1995  included  a  proposed  reduction 
in  HOME  program  funding  from  $1,275  billion  in  fiscal  year  1994 
to  $1  billion  in  fiscal  year  1995.  HUD's  justification  for  this  reduc- 
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tion  is  that  the  HOME  program  spendout  rate  is  too  slow  and  the 
money  can  be  put  to  better  uses.  We  would  like  some  insight  as  to 
the  value  of  the  HOME  program  to  communities  and  the  spendout 
rate? 

A.l.  Congress  and  the  Administration  need  to  remember  that  the 
HOME  program  was  created  as  an  affordable  housing  production 
program,  which  by  its  nature  means  that  the  funds  generally  will 
not  be  100  percent  spent  within  12  months  of  appropriation.  The 
process  of  identifying  worthwhile  projects,  documenting  their  ap- 
propriateness, and  who  the  recipients  will  be,  all  take  time. 

A  substantial  amount  of  HOME  program  dollars  fund  projects 
which  require  long-term  construction.  The  program's  spendout  fig- 
ures reflect  the  nature  of  these  projects,  which  require  substantial 
amounts  of  time  to  get  started  and  to  complete.  In  addition,  the 
program  only  permits  funds  to  be  drawn  down  as  work  progresses. 
Thus,  there  is,  of  necessity,  a  pipeline  of  funds  awaiting  expendi- 
ture for  projects  already  underway. 

Additionally,  local  and  Federal  fiscal  years  are  not  necessarily 
synchronized.  This  means  that  localities  frequently  do  not  make 
funding  decisions  for  the  HOME  program  until  more  than  6 
months  into  the  Federal  fiscal  year  and  do  not  receive  their  funds 
until  the  second  or  third  quarter  of  the  Federal  fiscal  year. 

In  terms  of  activity,  the  HOME  program  is  actively  working  in 
communities  throughout  the  country.  For  instance,  consistent  with 
the  primary  intent  of  the  HOME  program — expanding  the  supply 
of  affordable  housing — 60  percent  of  the  HOME  funds  are  currently 
being  used  for  rental  housing  projects,  followed  by  25  percent  for 
homeowner  rehabilitation,  and  15.5  percent  for  first-time  home- 
buyer  programs.  Rehabilitation  is  the  number  one  HOME  use  with 
67  percent  of  the  total  funds  being  committed  to  this  activity. 

According  to  HUD,  the  average  HOME  subsidy  cost  per  unit  is 
around  $17,000.  As  of  the  end  of  May  1994,  the  HOME  program 
had  assisted  approximately  75,938  individuals/families  and  over 
$1,331  billion  of  HOME  funds  have  been  committed  for  housing, 
leveraging  over  $1,825  billion  in  additional  housing  funds. 

In  addition,  the  HOME  program  has  far  exceeded  the  income 
benefit  targeting  guidelines  laid  out  by  Congress  in  the  original 
HOME  legislation.  According  to  a  statistical  analysis  of  the  HOME 
program  issued  by  HUD  in  May  1994,  over  62  percent  of  the 
HOME  funds  expended  have  gone  to  serve  those  persons  at  or 
below  30  percent  of  the  area  median  income  and  19  percent  for 
those  persons  whose  incomes  fall  at  50  percent  or  less  of  the  area 
median.  In  terms  of  homeowner  activity,  the  benefits  are  more 
evenly  distributed  with  35  percent  of  the  funds  serving  those  per- 
sons between  31-50  percent  of  the  area  median  and  24  percent 
serving  those  between  0-30  percent  of  the  area  median  income. 
These  impressive  figures  provide  proof  of  the  effectiveness  of  this 
Federal  housing  block  grant  program. 

It  should  also  be  noted  that  although  HUD  revised  the  definition 
of  commitment  for  the  HOME  program  in  the  fifth  interim  rule 
published  in  April,  the  Department  has  made  no  effort  to  alter  the 
C/MI  system  to  reflect  this  change.  As  a  result,  HUD  continues  to 
report  HOME  figures  based  on  the  "old  definition"  of  commitment. 
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In  an  effort  to  obtain  accurate  and  current  information  on  the  ac- 
tual level  of  activity/commitment  rates  of  the  HOME  program, 
NCDA  conducted  a  survey  of  its  membership  during  the  month  of 
May.  According  to  the  C/MI  system,  as  of  April  30,  1994,  74.9  per- 
cent of  the  fiscal  year  1992  HOME  funds  have  been  committed  and 
15.8  percent  of  the  fiscal  year  1993  funds.  However,  the  NCDA  sur- 
vey produced  figures,  for  the  same  time  period,  indicating  that  97 
percent  of  fiscal  year  1992  and  47  percent  of  fiscal  year  1993 
HOME  funds  have  been  committed  using  the  "new  definition  of 
commitment."  Even  though  the  average  commitment  rate  for  fiscal 
year  1993  HOME  funds  under  the  new  definition  registered  at  47 
percent,  according  to  the  NCDA  survey,  30  percent  of  those  re- 
sponding noted  that  they  have  committed  between  80-100  percent 
of  their  fiscal  year  1993  funds. 

The  survey  respondents  also  added  that  on  an  average  they  le- 
veraged approximately  $3.27  million  in  local,  State,  and/or  private 
housing  monies  with  the  use  of  their  fiscal  year  1992  HOME  funds 
alone.  Leveraged  funds  ran  from  as  high  as  $47,867  million  for  one 
community  to  a  more  common  sum  of  $500,000  to  $1  million  using 
fiscal  year  1992  HOME  funds. 

Considering  the  number  of  HUD  regulations,  notices,  and  memo- 
randa distributed  over  the  past  3  years,  it  has  not  been  easy  for 
many  communities  to  stay  current  on  the  numerous  HOME 
changes  and  clarifications.  Since  the  beginning  of  HOME,  HUD  has 
published  or  issued  nearly  90  HOME-related  documents,  many 
with  significant  policy  implications  on  program  operation.  Despite 
these  impediments,  we  believe  that  the  HOME  program  is  truly 
showing  its  potential  and  worth. 

Q.2.  Consolidated  Plan.  Ms.  Voneida,  HUD  is  currently  drafting 
a  regulation  to,  in  general,  consolidate  all  State  and  local  planning 
requirements  for  all  HUD  (CPD)  programs  under  a  single  consoli- 
dated plan.  It  has  been  suggested  that  this  so-called  consolidated 
plan  is  actually  a  subterfuge  for  HUD  to  further  micromanage  how 
States  and  localities  utilize  their  Federal  housing  and  community 
development  assistance.  Would  you  care  to  comment  on  this  sug- 
gestion? 

A.2.  Senator  Bond,  as  I  mentioned  in  my  testimony,  during  the  last 
9  months,  NCDA  has  been  actively  involved  with  the  Department 
in  the  development  of  the  Consolidated  Plan  and  Submission  docu- 
ment. We  are  supportive  of  the  goals  of  streamlining,  simplifica- 
tion, and  consolidation  to  maximize  the  use  and  distribution  of  re- 
sources, however,  we  have  not  been  convinced  that  the  proposed 
process  will,  in  fact,  accomplish  this  goal. 

According  to  CPD  staff,  "the  underlying  reasons  for  consolidating 
the  planning,  application,  and  reporting  requirements  of  housing 
and  community  development  formula-based  programs  is  to  allow 
communities  receiving  those  funds  to  identify  housing  and  commu- 
nity development  needs,  develop  priorities,  and  appropriately  allo- 
cate scarce  resources  in  a  comprehensive  and  more  intelligent 
framework."  The  Department's  comments  imply  that  communities 
are  not  already  planning  based  on  a  local  and  coordinated  founda- 
tion. It  would  appear  to  us  that  the  consolidated  process  has  be- 
come a  method  for  "strategic  planning,  increased  citizen  participa- 
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tion    and  neighborhood  based   programming"  rather  than   paper- 
work reduction.  K  H 

It  has  been  suggested  at  different  junctures  in  this  process  that 
the  Consolidated  Plan  is  an  attempt  on  the  part  of  HUD  to  "further 
m/^a  •  °SaL  P1fnn,r,g  Procedures,  however,  it  is  difficult  for 
NCDA  individual  practitioners,  or  myself  to  comment  in  a  mean- 
ingful fashion  regarding  the  actual  intent,  value,  and/or  potential 
impact  of  the  Consolidated  Plan  and  Submission,  since  it  is  still  "a 
moving  target"  According  to  HUD,  the  proposed  rule  is  still  at 
OMB  and  NCDA  has  been  awaiting  the  opportunity  to  sub- 
stantively comment  on  the  rule  during  the  prescribed  comment  pe- 
riod, following  publication  of  the  regulation. 

I  have  however,  become  somewhat  concerned  regarding  the  in- 
tegrity of  the  proposed  rule  comment  period,  since  HUD  has  al- 
ready begun  substantive  training  on  the  Consolidated  Plan  I  am 
hopeful  that  the  Department  will  seriously  consider  any  and  all 
comments  submitted  from  the  public,  prior  to  final  publication  of 
the  regulations  and  guidelines  for  the  Consolidated  Plan  yet  it  is 
difficult  to  depend  on  the  validity  of  that  process  with  training  al- 
ready underway.  The  concept  of  streamlined  application  and  plan- 
ning has  considerable  merit,  and  it  is  for  this  reason  that  NCDA 
and  I  feel  strongly  that  this  concept  should  be  granted  adequate  re- 
view time  and  consideration. 

Q-?r  LIFJT  Pr°gram-  Ms-  Voneida,  HUD  is  proposing  a  new  $200 
milhon  discretionary  economic  development  program  called  the 
LIFT  program.  This  program,  it  seems  to  me,  is  somewhat  ques- 
tionable because  it  is  getting  back  to  the  type  of  discretionary  pro- 
gram that  risks  becoming  a  political  slush  fund  instead  of  a  mean- 
ingful program.  I  am  also  concerned  that  this  program  will  put  a 
federal  emphasis  on  economic  development;  instead,  we  need  to 
provide  localities  with  economic  development  tools  to  solve  local 
problems  based  on  local  decisionmaking.  Why  couldn't  the  CDBG 
program  be  revised  to  promote  economic  development  as  a  local  de- 

L  1  o  1  U 1 1  . 

A.3.  The  intended  purpose  of  the  LIFT  program  is  to  provide  funds 
to  ocal  governments  on  a  competitive  basis  for  industrial,  commer- 
cial or  mixed-use  real  estate  projects  in  distressed  areas.  We  ap- 
plaud the  Administration's  efforts  to  address  a  problem  affecting 
manv  of  our  communities,  with  the  infusion  of  targeted  and  ex 
panded  economic  development  resources,  within  the  context  of  the 

thP  IE ^f  ^°Wnno'r,NCDA  als0,  SUPPorts  local  Aexibility- 
the  mainstay  of  the  CDBG  program  for  its  20-year  history-and 
does  not  support  revisions  to  the  CDBG  program  that  would  im 
pose  a  "mandate"  from  the  Federal  Government  to  locJgovem- 
ments  forcing  the  use  of  CDBG  funds  for  economic  development 
Rather,  we  believe  that,  for  those  communities  which  have  uS 
fied  economic  development  as  a  part  of  an  overall  strategy  for  com- 
munity development  and  revitalization,  the  CDBG  program  can  be 

vTnr^W*  Tl^'   L*e  ?°UrSelf>  NCDA  and  l  ™  "ot  con 
vinced  that  the  LIFT  program  is  needed  at  this  time,  since  the  new 

economic  development  regulations  substantially  increase  the  abilfty 

of  community  development  directors  to  fund  economic  devplnnmpnf 

activities  with  the  CDBG  program.  This  would  be  in  addki on  Zthe 
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increased  flexibility  derived  from  the  Ei t 

tive  authorized  last  year. 

Q.4.  FEMA  Food  and  Shelter  Program.  Ms.  Voneida,  the  HUD 
Budget  proposes  transferring  the  FEMA  Food  and  Shelter  Program 
from  FEMA  to  HUD.  I  am  opposed  to  transferring  this  program  es- 
pecially since  this  is  a  very  effective  program  at  FEMA  with  only 
3  percent  administrative  costs.  Would  you  support  leaving  this  pro- 
gram in  FEMA? 

A.4.  It  is  difficult  for  me  to  recommend  any  specific  action  regard- 
ing the  FEMA  Food  and  Shelter  Program  since  I  have  had  no  per- 
sonal experience  with  the  program  and  NCDA  does  not  have  exist- 
ing policy  on  this  matter.  From  my  understanding,  the  program 
transfer  was  initiated  by  FEMA  and  does,  in  fact,  make  pro- 
grammatic sense  since  the  activities  funded  under  the  Food  and 
Shelter  program  tend  to  be  more  akin  to  those  undertaken  in  local 
homeless  programs  than  under  emergency  and  disaster  assistance. 
However,  I  rarely  advocate  change  in  programs  which  seem  to  op- 
erate effectively  and  efficiently. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 
FROM  RICHARD  C.  GENTRY 

Q.1A.  HUD  is  proposing  a  new  direct  loan  program  for  public 
housing  modernization,  including  demolition  and  replacement 
housing.  The  loan  would  be  paid  for  from  future  modernization 
funding.  This  program  seems  to  run  the  risk  of  draining  the  avail- 
ability of  modernization  funding,  even  though  there  is  likely  to  be 
significant  rehabilitation  needs.  Is  this  a  problem?  Should  States  or 
communities  be  required  to  put  up  a  matching  commitment  as  a 
way  of  leveraging  more  funding  to  meet  these  very  significant  mod- 
ernization demands? 

A.1A.  NAHRO  is  intrigued  by  the  potential  of  a  direct  loan  pro- 
gram. We  are  interested  in  a  program  modeled  after  the  section 
108  loan  program.  We  do  feel  there  should  be  some  protections 
against  excessive  borrowing  against  the  modernization  account.  For 
example,  a  limit  on  the  amount  of  dollars  that  may  be  drawn  down 
by  a  local  housing  authority  should  be  a  component  of  the  loan  pro- 
gram. 

It  would  be  advisable  for  Congress  to  authorize  a  demonstration 
program  that  would  identify  the  benefits  and  pitfalls  of  such  a  pro- 
gram. A  demonstration  program  would  help  identify  the  most  effec- 
tive way  of  securing  these  loans  and  leveraging  private  resources 
for  these  projects.  We  would  oppose  any  effort  to  require  State  and 
local  governments  to  provide  a  match  as  a  means  of  leveraging  ad- 
ditional funds.  We  would  be  more  supportive  of  using  trigger  mech- 
anisms such  as  the  Community  Reinvestment  Act  (CRA)  and  tax 
credits  to  secure  private  resources  for  these  projects. 

Q.I.B.  How  would  a  PHA  which  has  obligated  its  current  mod- 
ernization funding  under  this  proposal  deal  with  a  real  emergency, 
such  as  the  discovery  of  a  substantial  lead-based  paint  hazard  in 
a  large  number  of  units? 

A.I.B.  This  type  of  program  could  provide  local  housing  authorities 
with  additional  resources  to  address  lead  paint  problems  that  arise 
in   the   modernization    of  units.    If  there   are   restrictions   in    the 
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amount  of  borrowing  allowed,  there  should  be  sufficient  resources 
to  address  unforeseen  problems  as  they  arise. 

Q.2.  HUD  recently  published  a  final  rule  which  allows  the  designa- 
tion of  elderly  only  public  housing  under  certain  circumstances  Is 
i,iiSA.ru;f  ?  Pragmatic  approach  which  can  be  used  effectively' by 
FHAs  that  want  to  designate  a  project  or  part  of  a  project  as  elder- 
ly/ Is  there  any  need  for  additional  legislative  changes  to  the  mixed 
population  requirements? 

A.2.  The  final  rule  has  progressed  significantly  from  the  initial  rule 
that  was  published  earlier  this  year.  However,  the  final  rule  did 
not  include  our  recommendation  that  LHA's  be  allowed  to  include 
other  resources  besides  those  they  owned  or  managed  in  the  Alloca- 
Lion  it  Kin. 

Q.3A.  HUD  has  justified  a  reduction  of  $124  million  in  public 
housing  operating  subsidies  for  fiscal  year  1995  on  the  basis  of  sav- 
ings achieved  through  proposed  changes  to  public  housing  rules  to 
encourage  employment.  Is  it  realistic  to  expect  these  savings  in  fis- 
cal year  1995?  If  these  changes  are  realized,  how  effectively  will 

Ify ,c ™0U!on!  ,??f.nci?s  be  abl-e  t0  administer  their  development 
with  some  $2.5  billion  in  operating  subsidies? 

A.3A.  NAHRO  strongly  opposes  any  reduction  in  operating  subsidy 
funds.  It  is  unrealistic  to  expect  savings  to  occur  by  simply  chang- 
ing the  current  rules  to  encourage  employment  opportunities.  More 
resources  are  needed  to  ensure  that  housing  authorities  are  run  ef- 
fectively. There  is  no  evidence  to  show  that  support  for  decreasing 
funds  for  modernization  exist.  ««»»i»g 

Q.3JB.  Over  the  years  there  has  not  been  enough  development 
money  for  the  replacement  of  public  housing  units  that  have  be- 
come uninhabitable.  Do  you  support  any  changes  to  the  one-for-one 
hard  unit  replacement  that  PHA's  replace  demolished  units  with 
additional  units  of  public  housing? 

A.3.B.  NAHRO  strongly  supports  one-for-one  replacement  of  hard 
S;tH'i!e  do  believe  that  local  housing  authorities  should 
have  the  flexibility  to  develop  the  type  of  replacement  housing  that 
is  appropriate  for  their  locale.  This  should  even  include  using  home 
ownership  for  replacement  purposes  K 
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